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INDEPENDENT AUDITOR’S REPORT  
 
To the Shareholder of JSC “Ukrtransgaz”: 
 

Report on the Audit of the Separate Financial Statements 
 

Opinion 
 
We have audited the separate financial statements of JSC “Uktransgaz” (the “Company”), which comprise 
the balance sheet (the statement of financial position) as at 31 December 2019, and the statement of 
profit or loss (the statement of comprehensive income), statement of changes in equity and statement of 
cash flows for the year then ended, and notes to the separate financial statements, including a summary 
of significant accounting policies. 

 
In our opinion the accompanying separate financial statements present fairly, in all material respects, 
the financial position of the Company as at 31 December 2019, and its financial performance and its cash 
flows for the year then ended in accordance with International Financial Reporting Standards (“IFRSs”) 
and the requirements preparation of the separate financial statements requirements of the Law of 

Ukraine “On accounting and financial reporting in Ukraine” (“Law on accounting and financial reporting”). 

 
Basis for Opinion 
 
We conducted our audit in accordance with International Standards on Auditing (“ISAs”). Our 
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit 
of the Separate Financial Statements section of our report. We are independent of the Company in 
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional 

Accountants (the “IESBA Code”) together with the ethical requirements that are relevant to our audit of 
the separate financial statements in Ukraine, and we have fulfilled our other ethical responsibilities in 
accordance with these requirements and the IESBA Code. We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a basis for our opinion. 
 
Material Uncertainty Related to Going Concern  

 

The accompanying separate financial statements have been prepared assuming that the Company will 
continue as a going concern. As discussed in Note 2 to the separate financial statements, the excess of 
the Company’s current liabilities over its current assets (excluding non-current assets classified as held 
for sale and distribution and associated liabilities) as at 31 December 2019 amounted to UAH 11 240 359 
thousand, during 2019 and 2018 the Company incurred net losses in the amounts of UAH 23 585 779 
thousand and UAH 32 627 768 thousand, respectively. Operating cash outflows from continuing 

operations in 2019 and 2018 were UAH 562 116 thousand and UAH 1 949 106 thousand, respectively. 
These conditions as well as the other matters described in Note 2 indicate that a material uncertainty 
exists that may cast substantial doubt on the Company’s ability to continue as a going concern. 
Management’s plans concerning these matters are also discussed in Note 2 to the separate financial 
statements. The separate financial statements do not include any adjustments that might result from 
the outcome of this uncertainty. Our opinion is not modified in respect of this matter. 
 

Emphasis of Matter 
 
We draw your attention to Note 2 to the separate financial statements, which describes that the impact of 
the ongoing political and economic situation in Ukraine is unpredictable and may have significant effect 
on the Ukrainian economy and the operations of the Company. Our opinion is not modified in respect of 
this matter.
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Key Audit Matters 

 

Key audit matters are those matters that, in our professional judgment, were of most significance in our 
audit of the separate financial statements of the current period. These matters were addressed in 
the context of our audit of the separate financial statements as a whole, and in forming our opinion 
thereon, and we do not provide a separate opinion on these matters. In addition to the matter described 
in the Material Uncertainty Related to Going Concern section, we have determined the matters described 

below to be the key audit matters to be communicated in our report. 
 

Why the matter was determined to be a key 
audit matter 

 How the matter was addressed in the audit 

Determining the fair values of property, 
plant, and equipment 
  
The Company applies revaluation model for its 

property, plant and equipment. As discussed in 
Note 4 “Property, Plant, and Equipment and 

Capital Investments in Progress” to the separate 
financial statements, the latest revaluations were 
made as of 1 October 2019 for Underground Gas 
Storage and Buffer Gas groups and as of 
31 December 2019 for Gas Transportation group 
based on the valuation reports of independent 
professional appraiser. As a result of revaluation 

the Company recognized the revaluation decrease 
in the amount of UAH 55 750 644 thousand, less 
the effect of deferred income taxes in the amount 
of UAH 10 035 116 thousand. 
 
Determining the fair values of property, plant and 

equipment is a key audit matter since it requires 

applying subjective unobservable inputs and 
assumptions. In addition, fair value model is 
highly sensitive to some of the assumptions used 
to determine economic impairment, such as the 
annual volumes of gas transit and transportation, 
future USD exchange rates, future gas sales price 

and the discount rate. 
 
For more details, please refer to Note 4 “Property, 
Plant, and Equipment and Capital Investments in 
Progress”, as well as Note 21 “Critical Accounting 
Estimates and Judgments” and Note 18 “Fair 
Values”. 

  We obtained understanding of and evaluated the 
Company’s policies, processes, methods, and 
assumptions used to assess the fair values of 
property, plant, and equipment. 

 
With the involvement of our valuation experts we 

performed the following procedures: 
 
 Evaluating whether the methodology applied 

and the model used are in line with the 
international valuation standards; 

 Based on our experience with the Company, 
our knowledge of its business activities and 

the industry in which the Company operates, 
challenging management’s judgments and 
analyzing validity of the key assumptions 
used in determining the fair values; 

 Assessing the accuracy of inputs used in the 

valuation model by tracing them on a sample 
basis to supporting documents; 

 Checking the mathematical accuracy of the 
model and correctness of the amounts 
recorded and presented in the separate 
financial statements; 

 Assessing completeness and accuracy of the 
information disclosed in the separate financial 

statements. 
 

Accounting of the unbundling of gas 
transportation business 

 
As discussed in Note 15 “Discontinued operations” 
in 2019 the Cabinet of Ministers of Ukraine issued 
the Resolution prescribing Ukrainian Gas 
Transportation System Operator to be separated 
from the Naftogaz Group into a separate structure 

(the “unbundling”). This resolution stipulated the 
plan for the unbundling that was completed on 
1 January 2020. 
 
Management concluded that the Gas Trans-
portation operations should be reported as a 

disposal group held for sale and distribution and 

discontinued operation in accordance with IFRS 5 
“Non-Current Assets Held for Sale and discontinued 
operations” (the “IFRS 5”) in the separate financial 
statements for the year ended 31 December 2019.  

 We evaluated management’s assessment on the 
classification of the disposal group as held for sale 

and distribution and presentation of the results of 
the Gas Transportation operations as discontinued 
operations in accordance with the requirements of 
IFRS 5. 
 
This included evaluating whether the Gas 

Transportation operations were classified as a 
disposal group, assessing the valuation of the 
assets of the disposal group as the lower of the 
carrying amount and fair value less cost to sell, 
the presentation of the assets and related 
liabilities in the separate financial statements and 

the date from which the Gas Transportation 

operations are classified as held for sale and 
distribution.  
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Why the matter was determined to be a key 

audit matter 

 How the matter was addressed in the audit 

The application of IFRS 5 is a key audit matter as 
the assessment of the classification is complex, 

the transaction and its accounting is non-routine 
and involves significant management judgements.  
 
These judgments include, amongst others, the 
date of classification of the non-current assets as 
held for sale and distribution, the identification of 

the disposal group and the presentation of its 
results as discontinued operations. Classification 
as a disposal group held for sales and distribution 
also affects valuation of the assets of the disposal 
group and presentation in the separate financial 

statements. 
 

Refer to Note 15 “Discontinued operations” of the 
accompanying separate financial statements for 
further details. 

In addition, we evaluated the accuracy of 
presentation of the results of the Gas 

Transportation operations as discontinued 
operations, the allocated income and expenses 
including assumptions and estimates made with 
regard to the allocation.  
 
We obtained approved by the government list of 

assets related to Gas Transportation operations 
that should be transferred to a new operator as of 
1 January 2020 and checked that these assets 
were appropriately classified as assets held for 
distribution.  

 
We evaluated the completeness and accuracy of 

the disclosures included in the separate financial 
statements. 
 

 
 
Other Information 
 

Management is responsible for the other information. The other information comprises the information 
included in the  corporate governance report (but does not include the separate financial statements and 
our auditor’s report thereon), which we obtained prior to the date of this auditor’s report, and annual 
information of the issuer of securities, which is expected to be made available to us after that date. 
 

Our opinion on the separate financial statements does not cover the other information and we do not and 
will not express any form of assurance conclusion thereon.  

 
In connection with our audit of the separate financial statements, our responsibility is to read the other 
information identified above and, in doing so, consider whether the other information is materially 
inconsistent with the separate financial statements or our knowledge obtained in the audit or otherwise 
appears to be materially misstated. If, based on the work we have performed on the other information 
that we obtained prior to the date of this auditor’s report, we conclude that there is a material 

misstatement of this other information, we are required to report that fact. We have nothing to report in 
this regard. 
 
When we read the annual information of the issuer of securities, if we conclude that there is a material 
misstatement therein, we are required to communicate the matter to those charged with governance. 
 
Responsibilities of Management and Those Charged with Governance for the 

Separate Financial Statements 
 
Management is responsible for the preparation and fair presentation of the separate financial statements 
in accordance with IFRSs and Law on accounting and financial reporting, and for such internal control 
as management determines is necessary to enable the preparation of separate financial statements that 
are free from material misstatement, whether due to fraud or error. 
 

In preparing the separate financial statements, management is responsible for assessing the Company’s 
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and 
using the going concern basis of accounting unless management either intends to liquidate the Company 
or to cease operations, or has no realistic alternative but to do so. 
 
Those charged with governance are responsible for overseeing the Company’s financial reporting process. 
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Auditor’s Responsibilities for the Audit of the Separate Financial Statements 

 

Our objectives are to obtain reasonable assurance about whether the separate financial statements 
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not 
a guarantee that an audit conducted in accordance with ISA will always detect a material misstatement 
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or 

in the aggregate, they could reasonably be expected to influence the economic decisions of users taken 
on the basis of these separate financial statements.  
 
As part of an audit in accordance with ISA, we exercise professional judgment and maintain professional 
skepticism throughout the audit. We also: 
 
 Identify and assess the risks of material misstatement of the separate financial statements, whether 

due to fraud or error, design and perform audit procedures responsive to those risks, and obtain 
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not 

detecting a material misstatement resulting from fraud is higher than for one resulting from error, 
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of 
internal control. 

 Obtain an understanding of internal control relevant to the audit in order to design audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on 

the effectiveness of the Company’s internal control.  

 Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 
estimates and related disclosures made by management. 

 Conclude on the appropriateness of management’s use of the going concern basis of accounting 
and, based on the audit evidence obtained, whether a material uncertainty exists related to events 
or conditions that may cast significant doubt on the Company’s ability to continue as a going 

concern. If we conclude that a material uncertainty exists, we are required to draw attention in our 
auditor’s report to the related disclosures in the separate financial statements or, if such disclosures 
are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up 

to the date of our auditor’s report. However, future events or conditions may cause the Company to 
cease to continue as a going concern. 

 Evaluate the overall presentation, structure and content of the separate financial statements, 
including the disclosures, and whether the separate financial statements represent the underlying 

transactions and events in a manner that achieves fair presentation.  
 
We communicate with those charged with governance regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that we identify during our audit.  
 
We also provide those charged with governance with a statement that we have complied with relevant 

ethical requirements regarding independence, and to communicate with them all relationships and other 
matters that may reasonably be thought to bear on our independence, and where applicable, related 
safeguards. 

 
From the matters communicated with those charged with governance, we determine those matters that 
were of most significance in the audit of the separate financial statements of the current period, which 

constitute the key audit matters included herein. We describe these matters in our auditor’s report, 
except for the cases when a law or regulation prohibits a public disclosure of a specific matter or, in 
extremely adverse circumstances, we determine that such an matter should not be addressed in our 
report, as negative consequences from such a disclosure may predictably outweigh its usefulness for 
interests of the public. 
 
Report on Other Legal Requirements 

 
We have been appointed as auditor of the Company by the General Meeting of the Shareholders, on 
21 December 2019. In view of the previous renewals and reappointments, we conducted audit from 
14 June 2016 to the date of this report.  
 

We confirm that the audit opinion is consistent with the additional report to the revision commission, 
which performs the functions of an audit committee.  
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We confirm that the prohibited non-audited services referred to ISA or requirements of Article 6, 

paragraph 4 of Law of Ukraine “On Audit of Financial Statements and Audit Activities” were not provided 

and that the audit engagement partner and audit firm remains independent of the Company in 
conducting the audit. 
 
Basic Information about Audit Firm  
 

Name: LIMITED LIABILITY COMPANY “DELOITTE & TOUCHE UKRAINIAN SERVICES COMPANY”. 
 
Address of registration and location of audit firm: 48, 50a Zhylianska Str., Kyiv, 01033, Ukraine. 
 
“Limited Liability Company “Deloitte & Touche Ukrainian Services Company” was enrolled to Sections of 
“Audit Entities”, “Audit Entities and Auditors That Have the Right to Conduct Statutory Audits of 
Consolidated financial statements”, and “Audit Entities and Auditors That Have the Right to Conduct 

Statutory Audits of Consolidated financial statements of Public Interest Entities” of the Register of 
Auditors and Auditing Entities of the Audit Chamber of Ukraine under #1973.”  

 
 
 
 
 

Certified Auditor Sergiy Kulyk  
 
 
 
Auditor’s Certificate # 007492 
Issued by the Audit Chamber of Ukraine on 21 December 2017 

on the basis of Resolution of the Audit Chamber of Ukraine # 353/2 
Registration Number in the Register of Auditors and Auditing Entities 102254 
 
LLC “Deloitte & Touche Ukrainian Services Company” 

48, 50a Zhylianska Str., Kyiv, 01033, Ukraine 
 
 

15 April 2020 
 
 



 

The accompanying notes form an integral part of these separate financial statements. 
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JOINT STOCK COMPANY “UKRTRANSGAZ” 
 
BALANCE SHEET (STATEMENT OF FINANCIAL POSITION) 
AS AT 31 DECEMBER 2019 
In Ukrainian Hryvnias and in thousands, unless otherwise indicated 

 
   CODES 

  Date (year, month, day) 2019 12 31 

Entity:  Joint Stock Company “Ukrtransgaz”  EDRPOU 30019801 

Location: Ukraine KOATUU 8038200000 

Legal form of organization: Joint Stock Company KOPFG 230 

Type of economic activities: Pipeline transportation KVED 49.50 

Average number of employees: 13 007   

Address, phone:  9/1 Klovskyi Uzviz, Kyiv, (044) 461-22-98   

Measuring unit: UAH thousands without decimals   

Prepared under (mark “v” in the respective box):   

Ukrainian Accounting Standards   
International Financial Reporting Standards  V 

 
Balance Sheet (Statement of Financial Position) 

as at 31 December 2019 
 

 Form # 1 DKUD Code 1801001 

 

ASSETS 
Line 
code 

Notes 
31 December 

2019 
31 December 

2018 

1 2 3 4 5 

І. Non-current assets     

Intangible assets 1000  122 559 139 851 

Historical cost 1001  204 796 353 679 

Accumulated amortization 1002  (82 237) (213 828) 

Capital investments in progress 1005 4 1 695 782 5 014 667 

Property, plant, and equipment 1010 4 61 625 230 241 797 692 

Historical cost 1011  63 905 896 347 573 086 

Accumulated depreciation 1012  (2 280 666) (105 775 394) 

Non-current financial investments:     

Accounted under equity method 1030  - - 

Other financial investments 1035  27 27 

Non-current accounts receivable 1040  31 341 28 471 

Deferred tax assets 1045  - - 

Other non-current assets 1090 5 799 271 1 142 491 

Total on Section I 1095  64 274 210 248 123 199 

ІІ. Current assets     

Inventories 1100 6 1 209 988 10 534 274 

Accounts receivable for products, goods, works, services 1125 7 8 408 270 7 538 898 

Accounts receivable on settlements:     

On prepayments made 1130  67 756 113 713 

With the state budget 1135  703 325 497 014 

Including income taxes 1136  242 963 10 650 

Other current accounts receivable 1155  189 782 200 253 

Current financial investments 1160  - - 

Cash and cash equivalents 1165  528 778 129 231 

Deferred expense 1170  45 873 1 946 

Other current assets 1190  274 247 109 951 

Total on Section II 1195  11 428 019 19 125 280 

ІІІ. Non-current assets held for sale and distribution to equity 
holders 1700 15 114 572 785 - 

TOTAL ASSETS 1300  190 275 014 267 248 479 

  





 

The accompanying notes form an integral part of these separate financial statements. 
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JOINT STOCK COMPANY “UKRTRANSGAZ” 
 
STATEMENT OF FINANCIAL RESULTS (STATEMENT OF COMPREHENSIVE INCOME)  
FOR THE YEAR ENDED 31 DECEMBER 2019  
In Ukrainian Hryvnias and in thousands, unless otherwise indicated 

 
   CODES 

  Date (year, month, day) 2019 12 31 

Entity:  Joint Stock Company “Ukrtransgaz”  EDRPOU 30019801 

Location:  Ukraine KOATUU 8038200000 

Legal form of organization: Joint Stock Company  KOPFG 230 

Type of economic activities: Pipeline transportation KVED 49.50 

Average number of employees:  13 007   

Address, phone:  9/1 Klovskyi Uzviz, Kyiv, (044) 461-22-98   

Measuring unit:  UAH thousands without decimals   

Prepared under (mark “v” in the respective box):   

Ukrainian Accounting Standards   
International Financial Reporting Standards  V 

 
Statement of Financial Results (Statement of Comprehensive Income) 

for the Year Ended 31 December 2019 
 

 Form # 2 DKUD Code 1801003 

 
I. FINANCIAL RESULTS 

 

Items 
Line 
code 

Notes 2019 2018 

1 2 3 4 5 

І. Profit/(loss)     

Net revenue from sales of products (goods, works, services) 2000 12 3 274 654 2 068 157 

Cost of products sold (goods, works, services) 2050 13 (2 719 611) (3 001 320) 

Gross: 
profit 2090  555 043 - 

loss  2095  - (933 163) 

Other operating income 2120  48 181 16 365 

Administrative expenses 2130  (385 276) (312 580) 

Distribution costs 2150  (7 032) (5 172) 

Other operating expense 2180  (535 002) (447 559) 

Financial results from operating activities: 
profit 2190  - - 

loss 2195  (324 086) (1 682 109) 

Income on equity investments 2200  - - 

Other finance income 2220  229 1 

Other income 2240  2 246 874 

Finance costs  2250  (71 654) (103 344) 

Losses on equity investments 2255  - - 

Other expense 2270  (4 383) (92 547) 

Financial results from continuing operations before tax: 
profit 2290  - - 

loss 2295  (397 648) (1 877 125) 

Income tax benefit/(expense) 2300 14  (64 781) 63 523 

Profit (loss) from discontinued operations after tax 2305 15 (23 123 350) (30 814 166) 

Net financial results: 
profit 2350  - - 

loss 2355  (23 585 779) (32 627 768) 

  



 

The accompanying notes form an integral part of these separate financial statements. 
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JOINT STOCK COMPANY “UKRTRANSGAZ” 
 
STATEMENT OF FINANCIAL RESULTS (STATEMENT OF COMPREHENSIVE INCOME)  
FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED) 
In Ukrainian Hryvnias and in thousands, unless otherwise indicated 

 
II. COMPREHENSIVE INCOME 

 

Items 
Line 
code 

Notes 2019 2018 

1 2 3 4 5 

Items that may not be reclassified subsequently to profit or 
loss     

Revaluation increase (decrease) in non-current assets 2400 4 (54 558 136) (42 306 088) 

Revaluation increase (decrease) in financial instruments 2405  - - 

Cumulative foreign exchange differences 2410  - - 

Share in other comprehensive income/(loss) of a subsidiary 2415  (40 550) - 

Other comprehensive income/(loss) 2445 10 (291 623) 518 896 

Other comprehensive income/(loss) before tax 2450  (54 890 309) (41 787 192) 

Income tax attributable to other comprehensive income 2455 14 9 872 956 7 524 045 

Other comprehensive income/(loss) after tax 2460  (45 017 353) (34 263 147) 

Comprehensive income/(loss) (total of Lines 2350, 2355, 
and 2460) 2465  (68 603 132) (66 890 915) 

Net profit/(loss) attributable to:     

Equity holders of the parent 2470  (23 585 779) (32 627 768) 

Non-controlling interest 2475  - - 

Comprehensive income/(loss) attributable to:     

Equity holders of the parent 2480  (68 603 132) (66 890 915) 

Non-controlling interest 2485  - - 

 
 

III. ELEMENTS OF OPERATING EXPENSE 
 

Items 
Line 
code 

2019 2018 

1 2 3 4 

Materials 2500 30 694 941 30 587 406 

Staff costs 2505 3 625 692 4 203 710 

Social charges 2510 660 423 841 182 

Depreciation and amortization 2515 21 121 417 32 561 772 

Other operating expense 2520 18 562 945 19 057 562 

Total 2550 74 665 418 87 251 632 

 
  





 

The accompanying notes form an integral part of these separate financial statements. 

11 
 
 

JOINT STOCK COMPANY “UKRTRANSGAZ” 
 
STATEMENT OF CASH FLOWS  
FOR THE YEAR ENDED 31 DECEMBER 2019 
In Ukrainian Hryvnias and in thousands, unless otherwise indicated 

 
   CODES 

  Date (year, month, day) 2019 12 31 

Entity: Joint Stock Company “Ukrtransgaz”  EDRPOU 30019801 

Location: Ukraine KOATUU 8038200000 

Legal form of organization:  Joint Stock Company  KOPFG 230 

Type of economic activities: Pipeline transportation KVED 49.50 

Average number of employees: 13 007   

Address, phone:  9/1 Klovskyi Uzviz, Kyiv, (044) 461-22-98   

Measuring units:  UAH thousands without decimals   

Prepared under (mark “v” in the respective box):   

Ukrainian Accounting Standards   
International Financial Reporting Standards  V 

 
Statement of Cash Flows (under Indirect Method) 

for the Year Ended 31 December 2019 
 

 Form # 3 DKUD Code 1801006 

 

Items 
Line 
code 

2019 2018 

Inflows Outflows Inflows Outflows 

1 2 3 4 5 6 

І. Cash flows from operating activities      

Loss from ordinary activities before tax  3500 - (25 281 625) - (36 499 034) 

Adjustments to:      

Depreciation and amortization of non-
current assets 3505 21 121 417 - 32 561 772 - 

Loss on disposal, revaluation, and 
impairment of property, plant, and 
equipment -  939 677 - 869 493 - 

Increase (decrease) in provisions  3510 - (450 147) 3 997 657 - 

Gain on unrealized exchange differences 3515 - (126 312) - (44 064) 

Loss  on non-operating activities and 
other non-cash transactions 3520 16 431 769 - 13 854 002 - 

Loss  on equity investments 3521 2 490  - - 

Finance costs 3540 301 727 - 546 025 - 

Finance income   - - - (23 045) 

Decrease (increase) in current assets 3550 - (14 881 241) - (10 422 974) 

(Decrease) increase in current liabilities 3560 7 279 459 - - (2 657 919) 

Cash from operating activities 3570 5 337 214 - 2 181 913 - 

Income taxes paid 3580 - (2 165 288) - (2 792 768) 

Net cash flows from operating activities 3195 3 171 926 - - (610 855) 

  





 

The accompanying notes form an integral part of these separate financial statements. 
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JOINT STOCK COMPANY “UKRTRANSGAZ” 
 
STATEMENT OF CHANGES IN EQUITY 
FOR THE YEAR ENDED 31 DECEMBER 2019 
In Ukrainian Hryvnias and in thousands, unless otherwise indicated 
 

   CODES 

  Date (year, month, day) 2019 12 31 

Entity: Joint Stock Company “Ukrtransgaz”   EDRPOU 30019801 

Location:  Ukraine KOATUU 8038200000 

Legal form of organization:  Public Joint Stock Company  KOPFG 230 

Type of economic activities: Pipeline transportation KVED 49.50 

Average number of employees: 13 007   

Address, phone:  9/1 Klovskyi Uzviz, Kyiv, (044) 461-22-98   

Measuring units:  UAH thousands without decimals   

Prepared under (mark “v” in the respective box):    

Ukrainian Accounting Standards    
International Financial Reporting Standards   V 
 

Statement of Changes in Equity 
for the Year Ended 31 December 2019 

 Form # 4 DKUD Code 1801005 
 

Items 
Line 
code 

Registered (share) 
capital 

Revaluation 
reserve 

Additional 
capital 

Reserve capital Uncovered loss Unpaid capital 
Withdrawn 

capital 
Subtotal 

Non-controlling 
interest 

Total 

1 2 3 4 5 6 7 8 9 10 11 12 

Balance as at 31 December 2018 4000 6 494 612 262 986 943 4 091 053 - (64 582 532) - - 208 990 076 - 208 990 076 

Adjustments for: 
Changes in accounting policies 4005 - - - - - - - - - - 

Correction of errors  4010 - - - - - - - - - - 

Other changes 4090 - - - - - - - - - - 

Adjusted balance at the beginning of the year 4095 6 494 612 262 986 943 4 091 053 - (64 582 532) - - 208 990 076 - 208 990 076 

Net profit (loss) for the reporting period  4100 - - - - (23 585 779) - - (23 585 779) - (23 585 779) 

Other comprehensive income/(loss) for the reporting period 4110 - (44 737 672) - - (279 681) - - (45 017 353) - (45 017 353) 

Distribution of profits: 
Payments to owners (dividends) 4200 - - - - - - - - - - 

Charges to reserve capital 4210 - - - - - - - - - - 

Contributions of participants: 
Contributions to equity 4240 - - - - - - - - - - 

Capital receivable repaid 4245 - - - - - - - - - - 

Capital withdrawals:  
Redemption of shares (stakes) 4260 - - - - - - - - - - 

Resale of treasury shares (stakes) 4265 - - - - - - - - - - 

Cancellation of treasury shares (stakes) 4270 - - - - - - - - - - 

Withdrawal of stakes in equity 4275 - - - - - - - - - - 

Other changes in equity: 
Application of IFRS 9 from the beginning of the year  - - - - - - - - - - 

Other changes in equity 4290 - (868 228) (1 941) - 870 169 - - - - - 

Total changes in equity 4295 - (45 605 900) (1 941) - (22 995 291) - - (68 603 132) - (68 603 132) 

Balance as at 31 December 2019 4300 6 494 612 217 381 043 4 089 112 - (87 577 823) - - 140 386 944 - 140 386 944 
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1. ORGANIZATION AND ITS OPERATIONS 
 
JSC “UKRTRANSGAZ” (JSC “UKRTRANSGAZ” or the “Company”) was incorporated pursuant to Resolution of 
the Cabinet of Ministers of Ukraine “On Re-Organization of Subsidiaries of National Joint Stock Company 
“Naftogaz of Ukraine” # 360-p dated 13 June 2012 and Order of the Ministry of Energy and Coal Industry of 
Ukraine “On Re-Organization of Subsidiary “Ukrtransgaz” of National Joint Stock Company “Naftogaz of 
Ukraine” # 530 dated 18 July 2012 as a result of re-organization through conversion into a public joint stock 
company of Subsidiary “Ukrtransgaz” of National Joint Stock Company “Naftogaz of Ukraine” that was 
established pursuant to Resolution of the Cabinet of Ministers of Ukraine # 1173 dated 24 July 1998 “On 
Separation of Functions for Extracting, Transporting, Storing, and Selling Natural Gas”. Registered address of 
JSC “Ukrtransgaz” is at: 9/1 Klovskyi Uzviz, Kyiv, 01021, Ukraine. 
 
By its legal status, JSC “Ukrtransgaz” is a private joint stock company. The founder of JSC “Ukrtransgaz” and 
its sole shareholder is National Joint Stock Company “Naftogaz of Ukraine” (NJSC “Naftogaz of Ukraine”, 
“Naftogaz of Ukraine”). The Company is beneficially owned by the State. “Naftogaz of Ukraine” exercises 
control over the Company through participation in its shareholders’ meetings, as well as through 
appointment of its General Director and members of the Management Board.  
 
Within the framework of transformation of Naftogaz Group, on 20 January 2020, the new Charter of the 
Company was approved. According to the new Charter, a collegiate body, the Company’s Management 
Board, was replaced by a one-person executive body, General Director.  
 
Primary activities of JSC “Ukrtransgaz” in 2019 were rendering the services of natural gas transportation via 
main pipelines and storage of natural gas. Effective from 1 January 2020, the Company discontinued its 
operations on natural gas transportation to consumers of Ukraine and transit of natural gas via the territory 
of Ukraine to the countries of Western and Central Europe.  
 
Other activities of the Company comprise: 
 

 Supplying natural gas to consumers of Ukraine; 

 Operating, modernizing, and maintaining main pipelines and associated facilities; 

 Diagnosing, attesting, and certifying main and auxiliary equipment; 

 Constructing and installing high and low pressure gas pipelines and associated facilities; 

 Conducting research and development works in the area of gas transportation and storage; 

 Conducting foreign economic activities. 
 
As at 31 December 2019, JSC “Ukrtransgaz” consisted of 15 structural units in the form of branches, their 
production facilities located in all regions of Ukraine, and a representative office of JSC “Ukrtransgaz” in 
Slovak Republic. As at 31 December 2019, the Company was the sole owner of LLC “Gas Transmission System 
Operator of Ukraine” (LLC “Gas TSO of Ukraine”). 
 
Management report to the separate financial statements shall be included in the consolidated management 
report of Naftogaz Group. 
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2. OPERATING ENVIRONMENT 
 

During 2019 the Ukrainian economy was showing signs of stabilisation after years of political and economic 
tensions. The inflation rate in Ukraine has decreased to 4,1% during 2019, compared with 9,8% in 2018, while 
GDP continued to grow at an estimated 3,5% (3,3% in 2018). 
 

After several years of devaluation, the Ukrainian hryvnia (“UAH”) has strengthened by 17% against the EUR 
and by 14% against the USD (Note 26). Key mitigating factors for the Ukrainian hryvnia were successful 
unlocking of the IMF programme at the end of 2018, strong revenues of agricultural exporters, tight UAH 
liquidity, and a steady inflow of foreign currency through government debt instruments. At the same time, 
in early 2020, following the global adverse economic environment, Ukrainian hryvnia faced and continues 
facing devaluation at the date of these financial statements. 
 

Starting from April 2019, the National Bank of Ukraine (“NBU”) launched the cycle of easing its monetary 
policy and a gradual decreasing of its discount rate for the first time in the last two years from 18,0% in April 
2019 to 10,0% in March 2020, which is justified by a sustainable trend of inflation deceleration. 
 

In December 2018, the IMF Board of Directors approved the stand-by assistance (SBA) 14-month programme 
for Ukraine, totalling USD 3.9 billion. In December 2018, Ukraine has already received USD 2 billion from the 
IMF and the EU, as well as USD 750 million credit guarantees from the World Bank. IMF programme’s 
approval significantly increases the chance of Ukraine to meet foreign currency obligations in 2020, and thus 
has supported the financial and macroeconomic stability of the country. However, the IMF will decide on 
further tranches depending on Ukraine`s success in fulfilling the terms of the Memorandum on Economic 
and Financial Policies. 
 

In 2020, Ukraine faces major public debt repayments, which will require mobilising domestic and external 
financing in an increasingly challenging financial environment for emerging markets. Furthermore, negative 
trends in industrial production in Ukraine in the second half of 2019 may continue in 2020. 
 

Ukraine held presidential elections in March-April 2019, and then early parliamentary elections in July 2019. 
Amid double elections, the degree of uncertainty in respect of the future direction of the reforms in 2020 
remains high. Further, in March 2020 the Govermnent was dismissed and a new cabinet was formed. 
 

In addition, on 16 January 2020, the Parliament of Ukraine adopted the law #465-IX “On changes to other 
laws of Ukraine in respect of improving tax administration, eliminating technical and logical inconsistencies 
in tax legislation” and #466-IX “On changes to the Tax Code of Ukraine in respect of improving tax 
administration, eliminating technical and logical inconsistencies in tax legislation”. These laws introduce 
numerous changes to the local tax and financial reporting regulations. Law #465-IX was signed by the 
President and came into force on 27 February 2020. Law #466-IX has not yet been signed at the date of these 
financial statements. The Company is analysing their impact on its tax and financial reporting process for the 
future periods. 
 

In late 2019, news first emerged from China about the COVID-19 (Coronavirus). At 31 December 2019, there 
was a limited number of cases of an unknown virus reported to the World Health Organisation. The situation 
changed dramatically in early 2020, when the virus spread globally and its negative impact gained 
momentum. Management considers the impact of this outbreak to be a non-adjusting post balance sheet 
event. The Company assesses that the situation might potentially result in inability or unfavourable pricing 
conditions in respect of raising financing on global markets. While this is still an evolving situation, the impact 
cannot be predicted. Management will continue to monitor the potential impact and will take all steps 
possible to mitigate any negative effects.  
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2. OPERATING ENVIRONMENT (Continued) 
 
Despite certain improvements in 2019, the final resolution and the ongoing effects of the political and 
economic situation are difficult to predict but they may have further severe effects on the Ukrainian economy 
and the Company’s business. 
 
Government regulation of the Company’s operations 
 
Oil and gas industry operations are of critical importance to Ukraine due to a range of reasons that include 
economic, strategic, and national security aspects.  
 
Government regulation of the natural gas market in Ukraine is exercised by the Cabinet of Ministers of 
Ukraine and the National Commission for Regulation of Energy and Utilities (the “NCREU”). The NCREU 
approves tariffs for transportation services via main and distribution gas pipelines in the territory of Ukraine, 
tariffs for the services of storing, pumping in, and withdrawing gas from underground gas storage facilities. 
The NCREU also approves procedures on setting tariffs for transportation, distribution, and storage of natural 
gas and is responsible for protection of consumer rights in the sphere of setting tariffs, security of supplies, 
and quality of services. 
 
In addition, the Law of Ukraine “On Natural Gas Market” # 329-VIII dated 9 April 2015 created prerequisites 
for a new natural gas market model built on the principles of free fair competition and aimed at ensuring a 
high level protection of consumers’ rights and interests and ability to integrate with natural gas markets of 
the Energy Community countries, including through creating regional natural gas markets. 
 
Starting from 1 March 2019, the Ukrainian gas market switched to daily balancing, fulfilling the commitments 
undertaken by the Ukrainian Government under the Association Agreement with the European Union. 
 
Tariffs for the services of storing (pumping in, withdrawing) natural gas 
 
On 21 December 2018, the NCREU adopted Resolution # 2001 on setting tariffs for the services of natural gas 
transportation to entry and exit points that became effective from 1 January 2019.  
 
Assets located in temporarily occupied territories  
 
In early 2014, Ukraine suffered from the military aggression of the Russian Federation, which resulted in 
the occupation of the Autonomous Republic of Crimea and unlawful military take-over of certain areas in 
Luhanska and Donetska regions by armed terrorist groups controlled, directed, and financed by the Russian 
Federation, as well as а result of the unconcealed intrusion of regular armed forces of the Russian Federation. 
Part of the Company’s assets are located on those territories. On 19 February 2015, the Company stopped 
supplying natural gas to the territories of the Anti-Terrorist Operation zone; thus, it is treated as the date of 
loss of control over the assets located on the occupied territories. 
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2. OPERATING ENVIRONMENT (Continued) 
 
Going concern 
 
The Company incurred net losses in the amount of UAH 23 585 779 thousand for the year ended 31 December 
2019 (2018: UAH 32 627 768 thousand).Out of them, losses after tax on discontinued operations were 
UAH 23 123 350 thousand for the year ended 31 December 2019 (2018: UAH 30 814 166 thousand). Cash 
outflows from continuing operating activities in 2019 and 2018 were UAH 562 116 thousand and 
UAH 1 949 106 thousand, respectively. 
 
In addition, the excess of the Company’s current liabilities over its current assets (excluding non-current 
assets classified as held for sale and distribution and associated liabilities) as at 31 December 2019 amounted 
to UAH 11 240 359. 
 
These conditions alongside with other matters disclosed in Note 16 indicate that a material uncertainty exists 
that may cast substantial doubt on the Company’s ability to continue as a going concern. 
 
Effective from 1 January 2020, a new entity, LLC “Gas Transmission System Operator of Ukraine”, was 
unbundled from the Company, thus, JSC “Ukrtransgaz” discontinued operations on natural gas transportation 
(Note 15). Management views this change in operations as an opportunity to revise the Company’s 
production and administrative processes and improve its financial performance in future.  
 
Management believe that the Company will be able to agree further deferral of payments for account 
payables due to the NJSC “Naftogaz”, if the Company will not have sufficient funds at the due date. 
 
Management continues to undertake measures aimed at improving the Company’s financial position and, 
taking into account all stated above, believes that the application of a going concern basis in preparing these 
separate financial statements is appropriate. Correspondingly, these separate financial statements have 
been prepared on a going concern basis, which stipulates for realization of assets and settlement of liabilities 
in the normal course of business. 
 
 
3. RELATED PARTY BALANCES AND TRANSACTIONS  
 
Parties are generally considered to be related if one party has the ability to control the other party, is under 
common control, or can exercise significant influence or joint control over the other party in making financial 
and operating decisions. In considering each possible related party relationship, attention is directed to 
the substance of the relationship, and not merely the legal form. Related party transactions may be held on 
the terms that are not necessarily available for non-related parties. 
 
Transactions with state-controlled entities 
 
The Company conducts significant transactions with the entities controlled, those under common control, or 
exposed to a significant influence from the Government of Ukraine. Those entities include the state-owned 
banks, heat-generating entities, and regional gas distribution entities. 
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3. RELATED PARTY BALANCES AND TRANSACTIONS (Continued) 
 
For the years ended 31 December 2019 and 2018, about 78% and 75%, respectively, of revenue of 
JSC “Ukrtransgaz” was generated from transactions with the entities controlled, those under common 
control, or exposed to a significant influence from the Government of Ukraine, in particular, 76% and 74% of 
revenue was generated from transactions with the parent, NJSC “Naftogaz of Ukraine”, respectively. 
 
As at 31 December 2019 and 2018, outstanding receivables relating to those transactions amounted to 82% 
and 46%, respectively, of the total balance of trade receivables, in particular, 54% and 2% of outstanding 
trade receivables comprised receivables from NJSC “Naftogaz of Ukraine”. 
 
One of the main suppliers of natural gas in 2019 was the parent, NJSC “Naftogaz of Ukraine”. The volume of 
natural gas supplies provided by it amounted to 79% of total supplies (2018: 86%). 
 
Accounts payable to the entities controlled, those under common control, or exposed to a significant 
influence from the Government of Ukraine as at 31 December 2019 and 2018 amounted to about 87% and 
55%, respectively, and mainly comprised payables to NJSC “Naftogaz of Ukraine” amounting to 83% and 55%, 
respectively. 
 
As at 31 December 2019 and 2018, 100% and 88% of cash and bank balances, respectively, were placed with 
the banks controlled, those under common control, or exposed to a significant influence from 
the Government of Ukraine. As at 31 December 2019 the Company had no borrowings from the banks 
controlled, those under common control, or exposed to a significant influence from the Government of 
Ukraine. As at 31 December 2018, 71% of borrowings to finance the Company’s needs in the working capital 
were obtained from the banks controlled, those under common control, or exposed to a significant influence 
from the Government of Ukraine. 
 
Remuneration to key management personnel 
 
During the years ended 31 December 2019 and 2018, key management personnel of the Company consisted 
of 13 persons and 14 persons, respectively (including 5 members of the Management Board). In 2019, 
remuneration to key management personnel included in other operating expense comprised payroll and 
additional current bonuses and amounted to UAH 197 615 thousand (2018: UAH 128 848 thousand). 
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4. PROPERTY, PLANT, AND EQUIPMENT AND CAPITAL INVESTMENTS IN PROGRESS 
 
Movements in the carrying amounts of property, plant, and equipment and capital investments in progress were as follows: 
 

In UAH and in thousands 

Gas 
transportation 

system   

Underground 
gas storage 

facilities  Buffer gas   Other  

Total property, 
plant, and 
equipment  

Capital 
investments in 

progress  Total 

              Net book value as at 31 December 2017 188 534 351  12 056 012  114 529 700  505 564  315 625 627  3 610 104  319 235 731 

              Cost or valuation 188 534 351  12 056 012  114 529 700  2 475 651  317 595 714  3 610 104  321 205 818 
Accumulated depreciation and allowance for 

impairment -  -  -  (1 970 087)  (1 970 087)  -  (1 970 087) 
              Additions 1 266 659  96 690  -  520 580  1 883 929  1 460 814  3 344 743 
Internal transfers  (1 529 405)  1 518 965  -  10 440  -  -  - 
Revaluation  -  -  27 828 217  -  27 828 217  -  27 828 217 
Disposals  (44)  -  -  (628)  (672)  (56 251)  (56 923) 
Depreciation charges (31 242 045)  (1 227 833)  -  (75 977)  (32 545 855)  -  (32 545 855) 
Impairment  (70 987 788)  -  -  (5 766)  (70 993 554)  -  (70 993 554) 

              Net book value as at 31 December 2018 86 041 728  12 443 834  142 357 917  954 213  241 797 692  5 014 667  246 812 359 

              Cost or valuation 188 291 055  13 699 695  142 357 917  3 224 419  347 573 086  5 014 667  352 587 753 
Accumulated depreciation and allowance for 

impairment (102 249 327)  (1 255 861)  -  (2 270 206)  (105 775 394)  -  (105 775 394) 
              Additions 841 146  237 941  -  181 646  1 260 733  576 008  1 836 741 
Internal transfers  (128 317)  (1 313 609)  -  2 039 080  597 154  (597 154)  - 
Revaluation  38 007 622  (3 715 749)  (90 042 517)  -  (55 750 644)  -  (55 750 644) 
Disposals  (886 656)  (392)  -  (133 191)  (1 020 239)  (1 160 024)  (2 180 263) 
Depreciation charges (19 709 279)  (989 758)  -  (393 506)  (21 092 543)  -  (21 092 543) 
Reclassified to assets held for distribution (104 166 244)  -  -  (679)  (104 166 923)  (2 137 715)  (106 304 638) 

              Net book value as at 31 December 2019 -  6 662 267  52 315 400  2 647 563  61 625 230  1 695 782  63 321 012 

              Cost or valuation -  6 776 659  52 315 400  4 813 837  63 905 896  1 695 782  65 601 678 
Accumulated depreciation and allowance for 

impairment -  (114 392)  -  (2 166 274)  (2 280 666)  -  (2 280 666) 
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4. PROPERTY, PLANT, AND EQUIPMENT AND CAPITAL INVESTMENTS IN PROGRESS (Continued) 
 
Assets of the Company are represented as both the assets owned by JSC “Ukrtransgaz” and state-owned 
properties. State-owned properties included the assets that directly ensured for operations of gas 
transportation via main gas pipelines before they were reclassified to the assets held for distribution and 
natural gas storage in the underground gas storage facilities. Own properties are represented by the assets 
of multiple use that may be used not only in the business operations of gas transportation system and 
underground gas storage facilities. 
 
The Company engaged independent professional appraisers to measure the fair values of its property, plant, 
and equipment as at 1 October 2019 for the assets of underground gas storage facilities and buffer gas and 
as at 31 December 2019 for the assets of gas transportation system. The fair values were determined on the 
basis of depreciated replacement cost or market data in accordance with International Valuation Standards. 
Considering the nature of the Company’s property, plant and equipment, their fair values were determined 
using the depreciated replacement cost of specialized assets and based on the market value for non-
specialized assets. This method is based on analyzing cost of reproduction or replacement of property, plant, 
and equipment items, with reference to their physical wear and tear and functional or economic depreciation 
and obsolescence. The depreciated replacement cost was measured on the basis of internal sources and 
analysis of available information about the market for similar property, plant, and equipment items 
(published data, catalogs, statistical information, etc.) and industry experts and suppliers. 

 

In the course of unbundling the natural gas transportation operations, on 22 November 2019, own property, 
plant, and equipment and other assets in were transferred to the share capital of LLC “Gas Transmission 
System Operator of Ukraine” in the amount of UAH 3 850 886 thousand. 
 
During the year ended 31 December 2019, depreciation charges in the amount of UAH 1 069 248 thousand 
(2018: UAH 1 213 376 thousand) were included in cost of sales, UAH 18 488 thousand (2018: UAH 13 866 
thousand) – in other operating expense, and UAH 19 865 659 thousand – in losses on discontinued operations 
(2018: UAH 31 037 452 thousand). 
 
As at 31 December 2019 and 2018, the Company had no property, plant, and equipment used as a collateral 
to secure for its obligations. 
 
During the year ended 31 December 2019, the Company transferred inventories in the amount of 
UAH 1 229 662 thousand to the category of capital investments in progress (2018: UAH 1 942 725 thousand), 
which was classified as non-cash transactions in the separate statement of cash flows. 
 
 
5. OTHER NON-CURRENT ASSETS  
 
As at 31 December 2019 and 2018, included in other non-current assets were the emergency supplies of 
materials and spare parts in the amount of UAH 100 020 thousand and UAH 174 422 thousand, respectively; 
and inventories which are not expected to be utilized in business operations during the next year amounted 
to UAH 699 251 thousand (2018: UAH 968 055 thousand).  
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6. INVENTORIES  
 
The Company’s inventories were as follows: 
 

In UAH and in thousands 
31 December 

2019  
31 December 

2018 

    
Raw materials and supplies 536 577  566 747 
Spare parts 390 461  476 254 
Natural gas 37 241  8 838 850 
Other 245 709  652 423 

    
Total 1 209 988  10 534 274 

 
As at 31 December 2018, inventories with the carrying amount of UAH 2 313 797 thousand were used as a 
collateral to secure the borrowings (Note 9). 
 
During the year ended 31 December 2019, loss from impairment of inventories amounted to UAH 1 239 273 
thousand and was included in loss on discontinued operations. 
 
 
7. ACCOUNTS RECEIVABLE FOR PRODUCTS, GOODS, WORKS, SERVICES  
 

In UAH and in thousands 
31 December 

2019  
31 December 

2018 

    
Trade accounts receivable for balancing gas transportation system 44 458 374  34 349 440 
Trade accounts receivable for transporting natural gas 7 893 367  3 417 276 
Trade accounts receivable for storing natural gas 2 139 161  2 178 020 
Trade accounts receivable for imported natural gas 808 270  826 686 
Other trade accounts receivable 21 264  9 447 
    
Less: Allowance for impairment (46 912 166)  (33 241 971) 

    
Total 8 408 270  7 538 898 

 
Commercial balancing services are activities of the gas transportation systems operator which presuppose 
for identifying and regulating misbalance between the volume of natural gas which entered the input points 
and the volumes of the natural gas withdrawn from exit points, as detailed by customers of transportation 
services and performed on the data derived through allocation. Allowance for impairment mainly consists of 
provision for trade accounts receivable for balancing GTS in the amount of UAH 41 291 206 thousand as at 
31 December 2019 and UAH 28 312 040 thousand as at 31 December 2018. 
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7. ACCOUNTS RECEIVABLE FOR PRODUCTS, GOODS, WORKS, SERVICES (Continued) 
 
Movements in allowance for impairment of trade accounts receivable were as follows:  
 
In UAH and in thousands 2019  2018 

    
Balance as at 1 January 33 241 971  18 792 327 
    
Application of IFRS 9 from the beginning of the year -  603 998 
Allowance for impairment created during the year 16 272 619  15 545 725 
Reversal of allowance (2 582 972)  (1 696 189) 
Amounts written off during the year as unrecoverable (19 452)  (3 890) 

    
Balance as at 31 December 46 912 166  33 241 971 

 
Aging analysis of credit quality of accounts receivable for products, goods, works, services was as follows: 
 
31 December 2019 
 
 Trade accounts receivable – days past due 

In UAH and in 
thousands 

Not past 
due  

Past due 
from 1 to 
90 days  

Past due 
from 91 to 
180 days  

Past due 
from 181 to 

270 days  

Past due 
from 271 to 

365 days  

Past due 
over 365 

days  Total 

              
Nominal value 6 761 682  1 650 502  1 042 141  3 409 585  8 758 184  33 698 342  55 320 436 
Allowance for 

impairment (1 285 427)  (1 226 481)  (837 618)  (2 752 164)  (7 284 407)  (33 526 069)  (46 912 166) 
Estimated credit 

loss rate, % 19%  74%  80%  81%  83%  99%   

 
31 December 2018 
 
 Trade accounts receivable – days past due 

In UAH and in 
thousands 

Not past 
due  

Past due 
from 1 to 
90 days  

Past due 
from 91 to 
180 days  

Past due 
from 181 to 

270 days  

Past due 
from 271 to 

365 days  

Past due 
over 365 

days  Total 

              
Nominal value 3 889 816  3 898 172  1 187 720  7 298 779  6 466 804  18 039 578  40 780 869 
Allowance for 

impairment (2 075 125)  (2 573 079)  (795 398)  (5 135 988)  (4 622 823)  (18 039 558)  (33 241 971) 
Estimated credit 

loss rate, % 53%  66%  67%  70%  71%  100%   

 
 
8. EQUITY 
 
As at 31 December 2019 and 2018, authorized, issued, and fully paid share capital of JSC “Ukrtransgaz” 
amounted to UAH 6 494 612 thousand and comprised 6 494 611 600 ordinary registered shares at par value 
of UAH 1 each, with equal voting rights and rights to dividends attached to it. Holder of 100% shares is Joint 
Stock Company “National Joint Stock Company “Naftogaz of Ukraine”.  
 
The Company’s additional capital includes assets not subject to privatization and other assets received free 
of charge.  
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9. BORROWINGS  
 

The Company’s borrowings comprised the following: 
 

In UAH and in thousands 
31 December 

2019  
31 December 

2018 

    Long-term    
Bank borrowings 551 236  717 294 
Unamortized discount (78 923)  (126 102) 

    Total non-current portion 472 313  591 192 

    Short-term    
Bank borrowings -  1 961 904 
Current portion of long-term borrowings 205 487  222 204 
Interest accrued 3 246  36 512 

    Total current portion 208 733  2 220 620 

    Total 681 046  2 811 812 

 

Effective interest rates and currencies of the borrowings were as follows:  
 

In UAH and in thousands 

31 December 2019  31 December 2018 

Balance   % per annum  Balance   % per annum 

        UAH  -  -  1 994 263  19% 
EUR 681 046   7%  817 549  7% 

        Total 681 046    2 811 812   

 

Collateral 
 

The Company’s bank borrowings were secured by the following types of collateral: 
 

 31 December 

2019  

31 December 

2018 

    Non-current assets held for sale and distribution 1 644 703  - 
Inventories (Note 6) -  2 313 797 
Proceeds on future sales -  2 200 000 

    Total 1 644 703  4 513 797 

 

As at 31 December 2019, the non-current assets held for sale and distribution with the carrying amount of 
UAH 1 644 703 thousand were used as a collateral to secure borrowings. 
 

Guarantees 
 

As at 31 December 2019 and 2018, the Company’s bank borrowings were guaranteed by the state for 
the amount of UAH 718 976 thousand and UAH 939 497 thousand, respectively. 
 

Compliance with covenants under borrowings 
 

As at 31 December 2019 and 2018, the Company had no bank borrowings overdue, including interest 
accrued.   
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9.  BORROWINGS (Continued) 
 

The table below details changes in the Company’s liabilities arising from financing activities, including cash and 
non-cash changes. Liabilities arising from financing activities are those for which cash flows were, or future cash 
flows will be, classified in the Company’s statement of cash flows as cash flows from financing activities. 
 

 1 January   

Cash flows from 
financing 
activities   

Non-cash 
transactions  31 December  

        2019 2 811 812   (2 271 181)  140 415  681 046 
2018 853 968  1 473 166  484 678  2 811 812 
 

Non-cash transactions include foreign exchange gains, discounting of premium, and accrued interest.  
 
 

10. PROVISIONS 
 

Movements in provisions for the year were as follows: 
 

In UAH and in 
thousands 

Provisions for 
litigation costs  

Employee 
benefit 

obligations 
(pensions)  

Provision for 
unused 

vacations  

Bonuses for 
annual 

performance  Total 

          Balance as at 
31 December 2017 635 264  1 591 980  242 160  75 975  2 545 379 

          Non-current  -  1 492 259  -  -  1 492 259 
Current  635 264  99 721  242 160  75 975  1 053 120 
          Charged during the 

year 3 545 137  94 055  333 227  94 078  4 066 497 
Unwinding of discount -  222 368  -  -  222 368 
Used or paid during 

the year (45 671)  (127 367)  (306 929)  (20 053)  (500 020) 
Provision reversal (68 840)  -  -  -  (68 840) 
Changes in estimates -  (518 896)  -  -  (518 896) 

          Balance as at 
31 December 2018 4 065 890  1 262 140  268 458  150 000  5 746 488 

          Non-current  -  1 092 285  -  -  1 092 285 
Current  4 065 890  169 855  268 458  150 000  4 654 203 
          Charged during the 

year (ii) 471 184  30 945  264 462  382 730  1 149 321 
Unwinding of discount -  163 294  -  -  163 294 
Used or paid during 

the year (1)  (144 167)  (384 844)  (382 730)  (911 742) 
Provision reversal (i) (919 005)  (680 463)  -  -  (1 599 468) 
Changes in estimates -  291 623  -  -  291 623 

          Balance as at 
31 December 2019 3 618 068  923 372  148 076  150 000  4 839 516 

          Non-current  -  866 739  -  -  866 739 
Current  3 618 068  56 633  148 076  150 000  3 972 777  
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10. PROVISIONS (Continued) 
 

Provision for litigation costs 
 

Decrease in the provision amount as at 31 December 2019 was caused by the amicable arrangements 
reached with counterparties under which the Company’s liabilities on payment of inflation expenses were 
cancelled and 3% per annum in the amount of UAH 919 005 thousand as a result of the debt release (waiver 
of the Company of obligations (liabilities) to pay those penalty sanctions).  
 

At the same time, increase in provision as at 31 December 2019 was caused mainly due to the increased 
claims of “Naftogaz of Ukraine” to the Company on charges of additional fines and penalties in the amount 
of UAH 442 933 thousand. The case, in part of charges of additional fines and penalties from the Company, 
was sent for consideration of the court of first instance, and it is currently impossible to predict its final 
outcome. 
 

Employee benefit obligations 
 

The Company has certain obligations to its employees that are determined by terms and conditions of 
collective agreements. These benefits include lump sums payable on employees’ retirement and benefits 
payable upon retirement. These employee benefit plans are not funded and do not have plan assets. 
 

Key actuarial assumptions used for their calculation were as follows:  
 

 2019  2018 

    
Nominal discount rate, % 9,4%  14,4% 
Nominal salary growth rate, % 14,0%  17,7% 
Turnover rate, % 1,4%  1,4% 
 

The effect of key assumptions on the defined benefit plan obligations was as follows:  
 

 2019  2018 

    
Increase/decrease in discount rate by 1% (9,89%)/8,49%  (7,48%)/6,59% 
Increase/decrease in salary by 1% 6,52%/(7,36%)   5,59%/(6,23%) 
Increase/decrease in turnover rate by 1% (7,62%)/6,54%  (6,38%)/5,61% 
 

The above sensitivity analysis may not represent actual changes under the defined benefit pension plan, since 
it is unlikely that changes in assumptions will occur separately from each other, and some assumptions may 
be interrelated. In addition, the above sensitivity analysis includes present cost of benefit obligations 
calculated using the projected unit method as at the end of the reporting period, which corresponds to that 
used in calculating the liability recognized in the separate statement of financial position. Compared to prior 
years, no changes occurred in the methods and assumptions used in preparing the sensitivity analysis. 
 

Unwinding of discount in the amount of UAH 65 318 thousand and UAH 97 976 thousand (2018: 
UAH 88 947 thousand and UAH 133 420 thousand, respectively) was included in finance costs and loss from 
discontinued operations, respectively. In the course of unbundling of natural gas transportation operations, 
approximately 11 thousand employees were transferred to LLC “Gas Transmission System Operator of 
Ukraine”, which resulted in curtailment of the defined benefit plan and recognition of gain in the amount of 
UAH 680 463 thousand in losses on discontinued operations.   
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11. CURRENT ACCOUNTS PAYABLE ON ADVANCES RECEIVED 
 
Current accounts payable of the Company on advances received were as follows: 
 

In UAH and in thousands 

31 December 

2019  

31 December 

2018 

    
Advances for natural gas storage 389 262  333 192 
Advances for natural gas transportation 363 954  1 214 972 
Other advances received 2 695  1 347 

    
Total advances received  755 911  1 549 511 

 
 
12. NET REVENUE FROM SALES OF PRODUCTS (GOODS, WORKS, SERVICES) 
 
In UAH and in thousands 2019  2018  

    
Services on storage of natural gas 3 262 237  2 065 649 
Other services 12 417  2 508 

    
Total 3 274 654  2 068 157 

 
 
13. COST OF PRODUCTS SOLD (GOODS, WORKS, SERVICES)  
 
In UAH and in thousands 2019  2018 

    
Depreciation and amortization 1 069 248  1 213 376 
Cost of natural gas 800 017  826 566 
Staff costs and related social charges 359 403  512 884 
Expenses on repairs and maintenance using contracting method 189 073  173 668 
Other material supplies, other than natural gas 66 857  66 780 
Taxes, other than income tax 27 071  24 383 
Other  207 942  183 663 

    
Total 2 719 611  3 001 320 

 
 
14. INCOME TAXES 
 
Components of income tax expense for the years ended 31 December were as follows:  
 
In UAH and in thousands 2019  2018  

    
- Current income tax expense 204 355  211 221 
- Deferred income tax benefit (139 574)  (274 744) 

    
Total 64 781  (63 523) 
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14. INCOME TAXES (Continued) 
 
The Company is a subject to income taxes in Ukraine. In 2019 and 2018, corporate income tax in Ukraine was 
levied from taxable profits decreased by deductible expenses at the rate of 18%.  
 
Reconciliation of estimated and actual tax charges was as follows:  
 
In UAH and in thousands 2019  2018 

    
Loss before income tax 397 648  1 877 124 

    
Income tax benefit at the nominal tax rate (71 577)  (337 882) 
Tax effect of the items exempt from taxation: 
Non-deductible income tax expense (permanent differences) 136 358  274 359 

    
- Income tax (benefit)/expenses 64 781  (63 523) 

 
Net deferred income tax liabilities as at 31 December 2019 were as follows:  
 

In UAH and in 
thousands 

31 December 
2018  

Recognized in 
other 

comprehen-
sive income  

Recognized in 
profit or loss 

on continuing 
operations  

Recognized in 
profit or loss 

on 
discontinued 
operations  

Reclassified to 
liabilities 

attributable to 
non-current 

assets held for 
sale and 

distribution to 
equity holders  

31 December 
2019 

            
Property, plant, and 

equipment (40 186 524)  9 820 464  192 027  3 587 059  16 557 699  (10 029 275) 
Provisions 959 119  52 492  (27 083)  (167 066)    817 462 
Trade accounts 

receivable (111 660)  -  -  532  -  (111 128) 
Trade accounts payable 25 370  -  (25 370)  -  -  - 

            
Net deferred tax 

liabilities (39 313 695)  9 872 956  139 574   3 420 525  16 557 699  (9 322 941) 

 
Net deferred income tax liabilities as at 31 December 2018 were as follows:  
 

In UAH and in thousands 
31 December 

2017  

Recognized in 
other 

comprehensive 
income  

Recognized in 
profit or loss on 

continuing 
operations  

Recognized in 
profit or loss on 

discontinued 
operations  

31 December 
2018 

          
Property, plant, and 

equipment (53 571 590)  7 617 446  235 764  5 531 856  (40 186 524) 
Provisions 401 046  (93 401)  13 610  637 864  959 119 
Trade accounts receivable (112 436)  -  -  776  (111 660) 
Trade accounts payable -  -  25 370  -  25 370 

          
Net deferred tax liabilities (53 282 980)  7 524 045  274 744  6 170 496  (39 313 695) 

 
As at 31 December 2019 and 2018, the Company had no unrecognized deductible temporary differences 
and unused tax losses.   
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15. DISCONTINUED OPERATIONS 
 
In accordance with international commitments of Ukraine, the gas transportation activities should be 
unbundled from the activities of natural gas production and supply. A new operator should possess all 
possibilities for smooth continuation of the natural gas transportation operations. In 2018, the branch “Gas 
Transmission System Operator of Ukraine” was created, and the Company transferred employees and the 
required assets to it. On 5 February 2019, a new entity was established, LLC “Gas Transmission System 
Operator of Ukraine”, 100% of ownership in which belongs to the Company.  
 
Resolution of the Cabinet of Ministers of Ukraine “On Singling out Natural Gas Transportation Operations 
and Ensuring for Activities of the Gas Transmission System Operator” # 840 dated 18 September 2019 
(the “Action Plan”) envisaged that unbundling should be performed by using the model of Independent 
Systems Operator (“ISO Model”). 
 
According to the Action Plan, in the fourth quarter of 2019 the Company made a contribution in the form of 
its own assets used in the process of natural gas transportation operations via main gas pipelines to the share 
capital of LLC “Gas Transmission System Operator of Ukraine” that, at the moment, was its 100% subsidiary 
and, according to the Action Plan, should be separated on 1 January 2020. 
 
Current duties of “Naftogaz of Ukraine” and the Company in respect of managing state-owned properties 
used in the course of natural gas transportation operations via main gas pipelines were terminated effective 
from 1 January 2020. The Ministry of Finance of Ukraine, in its turn, transferred such properties to the new 
gas transportation system operator on the right of economic management on 1 January 2020. As at 
31 December 2019, the Company classified relevant assets as assets held for distribution to equity holders. 
 
On 1 January 2020, in accordance with the sale/purchase agreement of interest in the share capital, a 100% 
interest in the share capital of LLC “Gas Transmission System Operator of Ukraine” was transferred to 
JSC “Main Gas Pipelines of Ukraine” on the terms of installment payments for the period of 15 years and the 
determined dynamic price calculated on the basis of the formula agreed by the Parties. The Company can’t 
make precise estimate of variable consideration at this stage. Initial payment has been agreed with reference 
to the market value of assets contributed to the participatory rights of “Gas Transmission System Operator 
of Ukraine” LLC in amount of UAH 3,851 million payable by the end of January 2020. According to the SPA, 
the Company retains economic benefits to the GTS for 15 years from the date of the transfer. In addition, on 
1 January 2020, the Company sold its own natural gas required for the system operation to LLC “Gas 
Transmission System Operator of Ukraine”. As at 31 December 2019, the Company classified relevant assets 
as assets held for sale. 
 
According to the Action Plan, LLC “Gas Transmission System Operator of Ukraine” applied for certification as 
GTS operator and obtained the certification approval from the Energy Community Secretariat. A final decision 
on the certification and issuing a license on natural gas transportation was adopted by the NCREU on 
24 December 2019. The Company ensured for the transfer of about 11 thousand employees of the Company 
engaged in the process of natural gas transportation operations via main gas pipelines to LLC “Gas 
Transmission System Operator of Ukraine” and also supported the implementation of required operating 
processes and information systems. 
 
Correspondingly, LLC “Gas Transmission System Operator of Ukraine” has become a full-fledged independent 
operator of the gas transportation system of Ukraine effective from 1 January 2020. 
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15. DISCONTINUED OPERATIONS (Continued) 
 
Main groups of assets and liabilities classified as held for sale and distributions were as follows: 
 

 
31 December 

2019 

  
Capital investments in progress (Note 4) 2 137 715 
Property, plant, and equipment (Note 4) 104 166 923 
Non-current financial investments 3 738 001 
Inventories  4 530 146 
Deferred tax liabilities (Note 14) (16 557 699) 

  
Net assets directly attributable to disposal group 98 015 086 

 
Financial results on discontinued operations included in net losses for the period were as follows: 
 
 2019  2018 

    
Net revenue from sales of products (goods, works, services) 45 484 313  48 245 185 
Other income 3 695 976  1 883 466 
Expenses  (74 064 266)  (84 750 560) 

    
Loss before income tax (24 883 977)  (34 621 909) 
    
Relevant income tax benefit 1 760 627  3 807 743 

    
Loss in discontinued operations (23 123 350)  (30 814 166) 

    
Loss for the year on discontinued operations (attributable to the Company’s 

equity holders) (23 123 350)  (30 814 166) 

 
Cash flows from discontinued operations were as follows: 
 
 2019  2018 

    
Cash flows from discontinued operations    
Net cash flows from operating activities 3 734 042  1 338 251 
Net cash flows from investing activities (288 834)  (859 411) 
Net cash flows from financing activities (2 275 184)  1 473 166 

    
Net cash flows 1 170 024  1 952 006 
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16. CONTINGENCIES AND CONTRACTUAL COMMITMENTS AND OPERATING RISKS 
 
Legal proceedings 
 
The Court of Arbitration of Kyiv according to a claim issued by one of the customers of the Company ruled in 
favour of the customer and recognised ownership on 305 million cubic metres of gas with the latter. Further, 
in January 2020 means of court decision execution were changed, the court ruled to collect UAH 2,305 million 
from the Company, subsequently Company’s bank accounts were attached and UAH 226 million were 
withdrawn. 
 
The company filed an appeal. The appeal was satisfied by the commercial court of appeal in March 2020 and 
the attachment was withdrawn. 
 
The Management believes that the likelihood of future resources outflow related to this case is not high. 
 
In January 2020, the Company, in pursuance of the decision of the parent, NJSC “Naftogaz of Ukraine” # 347 
dated 17 January 2020, the ruling of the Commercial Court in the city of Kyiv dated 20 January 2011 under 
legal case # 6/521, with reference to the ruling of the Commercial Court in the city of Kyiv dated 30 January 
2020 on approval of the amicable arrangement dated 22 January 2020, returned to PJSC “Ukrnafta” 
2 061 805,134 thousand cubic meters of natural gas. 
 
Since the Company had no natural gas in the volume of 2 061 805,134 thousand cubic meters available on its 
storage accounts, the decision was fulfilled at the cost of natural gas resources received by the Company 
from the parent, NJSC “Naftogaz of Ukraine”, under the natural gas borrowing agreement dated 
31 January 2020 in the volume of 2 061 805,134 thousand cubic meters. 
 
Considering that, in the period from 2006 to 2008, in pursuance of the decisions taken by the Management 
Board of NJSC “Naftogaz of Ukraine”, the natural gas in the volume of 2 061 805,134 thousand cubic meters 
was withdrawn in favor of NJSC “Naftogaz of Ukraine”, the Company filed a claim to the parent, 
NJSC “Naftogaz of Ukraine”, on 10 February 2020 on the return of natural gas in the volume of 
2 061 805,134 thousand cubic meters and a proposal to set off homogeneous counterclaims.  
 
Taxation 
 
Ukraine’s tax environment is characterized by complexity in tax administering, arbitrary interpretation by tax 
authorities of tax laws and regulations that, inter alia, can increase fiscal pressure on taxpayers. Inconsistent 
application, interpretation, and enforcement of tax laws can lead to litigations, which, consequently, may 
result in the imposition of additional taxes, penalties, and interest, and these amounts could be material. 
Management believes that the Company has complied with all requirements of the effective tax legislation. 
 
In the course of regular business activities, the Company enters into transactions that may be treated by tax 
authorities contrary to the way they are interpreted by the Company. In the event a probability of outflow 
of financial resources related to such transactions is high, and its amount can be reliably measured, the 
Company accrues a provision for such obligations. When the Company’s management estimates an outflow 
of finance resources as possible, the Company discloses contingent liabilities. 
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16. CONTINGENCIES AND CONTRACTUAL COMMITMENTS AND OPERATING RISKS (Continued) 
 
Management of the Company estimated that, as at 31 December 2019, the impact of the transactions that 
might be interpreted differently by the Company and tax authorities amounted to UAH 5 634 966 thousand 
(31 December 2018: UAH 4 769 606 thousand). Of this amount, in 2019, courts were considering cases on 
cancellation of the decision notices taken by the Large Taxpayer Office of the State Fiscal Service of Ukraine 
based on the tax audits conducted by the tax authority in 2018, in particular: UAH 1 859 697 thousand and 
UAH 614 769 thousand on principal obligations under corporate income tax and value added tax, 
respectively, and UAH 159 847 thousand of penalty sanctions. 
 
Of this amount, UAH 865 616 thousand related to the cases when the courts of both first and second 
instances passed rulings in favor of the Company. Based on the past history of the court judgments in similar 
legal proceedings, management does not consider it probable that, as a result of consideration of such claims, 
any of the above amounts would be recognized as payable, therefore, no provisions were charged in these 
separate financial statements as at 31 December 2019 in respect of those transactions. 
 
State properties not subject to privatization 
 
In 1999, the Company entered into an agreement “On the Use of State Owned Property not Subject to 
Privatization” (the “Agreement”) with NJSC “Naftogaz of Ukraine” and became liable for performing functions 
of managing and using the state property not subject to privatization. Pursuant to the Agreement, 
the Company is required to manage the state properties, keep them in adequate operational condition, use 
them as intended, and transfer a 50% share of profits received from using those assets to the state, as 
reduced by the amount of reinvestments for modernization and technical development of the Company’s 
assets, which should be agreed with NJSC “Naftogaz of Ukraine”. 
 
The Agreement is signed for one year, and its term is extended automatically for one year, unless terminated 
by a notice from either Party, and is binding on the legal successor of each Party. From the date of its signing, 
neither Party has claimed for its termination, thus, the Agreement was extended automatically. Besides, a 
part of state properties is transferred within the framework of unbundling process, as described in Note 2. 
 
Capital contractual commitments 
 
Material contractual commitments on the purchase of property, plant, and equipment amounted to 
UAH 1 686 159 thousand as at 31 December 2019 (31 December 2018: UAH 1 686 037 thousand). 
 
 
17. FINANCIAL RISK MANAGEMENT  
 
The Company’s activities are exposed to a range of financial risks: market risk (including currency risk and 
interest rate risk), concentration risk, credit risk, and liquidity risk. The Company reviews and agrees risk 
management policies to minimize their potential adverse effects on the Company’s financial performance.  
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17.  FINANCIAL RISK MANAGEMENT (Continued) 
 
Major categories of financial instruments were as follows: 
 

In UAH and in thousands Notes 
31 December 

2019  
31 December 

2018 

     
Non-current accounts receivable  31 341  28 471 
Accounts receivable for products, goods, works, services 7 8 408 270  7 538 898 
Other current accounts receivables  189 782  200 253 
Other current assets  185 777  47 639 
Cash and cash equivalents  528 778  129 231 

     
Total financial assets  9 343 948  7 944 492 

     
Borrowings  9 (681 046)  (2 811 812) 
Trade accounts payable  (17 367 858)  (7 287 493) 
Other current liabilities  (108 168)  (1 028 164) 

     
Total financial liabilities  (18 157 072)  (11 127 469) 

 
Other current liabilities included the financial liabilities recorded in the Line “Other Current Liabilities”. 
 
In accordance with the Gas Transportation System Code, the Company, alongside with nominations granted, 
received from gas transportation customers financial guarantees on payment for the services of balancing 
natural gas volume fed to the system and withdrawn from it in the form of a bank guarantee in the amount 
of UAH 1 716 166 thousand (2018: UAH 3 164 187 thousand), a financial provision in cash amounting to 
UAH 125 895 thousand (2018: UAH 203 224 thousand), and a collateral of natural gas stored in storage 
facilities in the volume of 150 093 thousand cubic meters in the amount of UAH 946 758 thousand (2018: 
266 885 thousand cubic meters in the amount of UAH 2 252 993 thousand). 
 
Market risk 
 
The Company is exposed to market risks. Market risks arise from open positions in (a) foreign currencies and 
(b) interest bearing assets and liabilities. 
 
Foreign currency risk 
 
The Company operates within Ukraine, and its exposure to foreign currency risk is determined mainly by 
the availability of foreign currency denominated borrowings.  
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17.  FINANCIAL RISK MANAGEMENT (Continued) 
 
The Company’s exposure to foreign currency risk was presented, based on the carrying amounts of respective 
USD and EUR denominated assets and liabilities, as follows: 
 
 31 December 2019  31 December 2018 

 USD  EUR  USD  EUR 

        
Cash and cash equivalents 256 939  161 472  215  1 080 
Borrowings -  (681 046)  -  (817 549) 

        
Net currency position 256 939  (519 574)  215  (816 469) 

 
The following table presents sensitivity of profit or loss and equity to reasonably possible changes in exchange 
rates applied at the reporting dates, provided all other variables are held constant.  
 
The exposure was calculated only for monetary balances denominated in foreign currencies, other than 
the functional currency of the Company. 
 

In UAH and in thousands 

As at 31 December 2019  As at 31 December 2018 

Impact on 
profit or loss 

 Impact on 
equity 

 Impact on 
profit or loss 

 Impact on 
equity 

        
USD strengthening by 10% 21 069  21 069  18  18 
USD weakening by 10% (21 069)  (21 069)  (18)  (18) 
EUR strengthening by 10% (42 605)  (42 605)  (66 950)  (66 950) 
EUR weakening by 10% 42 605  42 605  66 950  66 950 

 
Interest rate risk 
 
The Company normally has no significant interest bearing assets, and its income and operating cash flows 
are substantially independent of changes in market interest rates. Borrowings at fixed rates expose the 
Company to fair value interest rate risk. 
 
Concentration risk 
 
The Company is exposed to a significant concentration risk in respect of revenue from gas transportation and 
storage, purchases of natural gas, as well as trade receivables and payables with NJSC “Naftogaz of Ukraine” 
(Note 3). 
 
Credit risk 
 
The Company is exposed to credit risk, which relates to the risk that a certain party to a financial instrument 
will default on its obligation resulting in financial loss for the other party. Exposure to credit risk arises 
because of the Company’s sales of products on credit terms and other transactions with counterparties giving 
rise to financial assets. The Company’s policies are that the customers that wish to pay on credit terms are 
subject to the solvency review. Significant outstanding balances are also reviewed on an ongoing basis.  
  



JOINT STOCK COMPANY “UKRTRANSGAZ” 
 
NOTES TO THE SEPARATE FINANCIAL STATEMENTS  
FOR THE YEAR ENDED 31 DECEMBER 2019 
In Ukrainian Hryvnias and in thousands, unless otherwise indicated 

 

35 
 
 
 

17.  FINANCIAL RISK MANAGEMENT (Continued) 
 
The Company creates an allowance for impairment that represents its estimate of incurred losses in respect 
of trade receivables. The main component of this allowance is a specific loss component that relates to 
individually significant exposures.  
 
Maximum credit risk exposure as at 31 December 2019 and 2018 amounted to UAH 9 343 948 thousand and 
UAH 7 944 492 thousand, respectively.  
 
Liquidity risk 
 
Prudent liquidity management implies maintaining sufficient cash and available funding to meet the existing 
obligations as they fall due. The Company’s objective is to maintain a balance between the continuity of 
funding and flexibility using credit terms provided by suppliers and banks. Prepayments are commonly used 
to manage both liquidity and credit risks. The Company analyzes maturity profile of its assets and maturity 
of its liabilities and plans liquidity depending on their expected repayment. The Company has capital 
construction programs underway funded both at the cost of existing cash flows from business activities and 
borrowed funds. The borrowed funds are also used to finance the Company’s needs in working capital and 
modernize property, plant, and equipment items. 
 
The following table details the Company’s financial liabilities with respective repayment periods based on 
the remaining contractual maturity at the reporting date. The amounts disclosed in the table are 
undiscounted cash flows of principal and interest payments.  
 
The maturity analysis of financial liabilities as at 31 December 2019 was as follows: 
 
In UAH and in 

thousands 
Up to 6 
months  

6–12 
months  1–2 years  2–5 years  

Over 5 
years  Total 

            
Borrowings 115 551  122 436  313 214  212 720  15 443  779 364 
Current payables on 

goods, works, services 17 367 858  -  -  -  -  17 367 858 
Other current liabilities 108 168  -  -  -  -  108 168 

            
Total 17 591 577  122 436  313 214  212 720  15 443  18 255 390 

 
The maturity analysis of financial liabilities as at 31 December 2018 was as follows: 
 
In UAH and in 

thousands 
Up to 6 
months  

6–12 
months  1–2 years  2–5 years  

Over 5 
years  Total 

            
Borrowings 2 219 609  120 937  264 922  852 605  -  3 458 073 
Current payables on 

goods, works, services 7 287 493  -  -  -  -  7 287 493 
Other current liabilities 1 028 164  -  -  -  -  1 028 164 

            
Total 10 535 266  120 937  264 922  852 605  -  11 773 730 
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18. FAIR VALUE 
 
Property, plant, and equipment 
 
The Company’s property, plant, and equipment are measured at fair values based on Level 3 of the fair value 
hierarchy (inputs are unobservable for assets being measured).  
 
The Company engages independent professional appraisers to determine the fair values of its property, plant, 
and equipment using the depreciated replacement cost method for most groups. The fair value is determined 
as the cost incurred to construct those items using current prices, net of economic impairment and functional 
and physical wear and tear at the respective date. A key parameter used under this valuation technique is 
current cost of construction. 
 
For the items that have market analogs (mainly buildings), the sales comparison method is applied; market 
sales prices of comparable property items are adjusted with reference to difference in key parameters (such 
as real estate area and location). A key parameter used under this valuation technique is the price of a 
property square meter. 
 
The Company’s property, plant and equipment were measured under the depreciated replacement cost 
method using income approach for determining economic impairment as at 31 December 2019.  
 
The replacement cost of buffer gas in underground storage facilities is determined as the sum of market value 
of the gas pumped in to underground storage facilities, cost of gas transportation from point of sale to 
the underground storage facilities, and cost of its pumping in into the underground storage facilities 
(provided no economic impairment is identified based on the use of income approach). Besides, in the event 
economic impairment is identified under income approach for the assets of underground storage facilities, 
the value of buffer gas, after economic impairment, will be not lower than its liquidation cost, determined 
based on assumptions of estimated average period for gas withdrawal, market price of gas forecast for 
respective periods, average profitability on gas withdrawal and cost of its transportation to a point of sale. 
 
The Company reclassified buffer gas from Level 2 to Level 3 of the fair value hierarchy on 1 October 2019 due 
to changes in the valuation technique and considering the period required for withdrawing buffer gas with 
the use of specialized equipment. 
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18. FAIR VALUE (Continued) 
 
Information about the inputs used to measure the Company’s property, plant, and equipment and assets 
held for distribution as at 31 December 2019 was as follows: 
 
Description A group of 

assets 
Valuation 
technique 

Unobservable inputs A range of unobservable 
inputs 

Relationships between 
key unobservable inputs 

and fair value 
measurement 

Gas 
transpor-
tation 
system 
and gas 
storage 
facilities  

 

Gas 
transporta-
tion system  

 
Buffer gas  
 
Underground 
gas storage 
facilities  

 
Other fixed 
assets 

Depreciated 
replacement 
cost method 
using income 
approach to 
determine 
economic 
impairment 

Period of obtaining 
revenues from transit 
operations 

2020–2034 The longer is the period 
of obtaining revenues, 
the higher fair value  

Volume of reserved 
facilities for transit 

2020–65 million cubic 
meters; 

2021–2034 – 40 million 
cubic meters annually 

The higher is the 
volume of reserved 
facilities, the higher 
fair value 

Date of implementing 
incentive tariffs 

Tariffs on the basis of 
Regulatory Asset Base 
(RAB) for transportation 
services for input points 
(trans-border pipelines) 
and payment for input 
points (customers of 
Ukraine) come into 
effect in 2025 

The later incentive 
tariffs are 
implemented/payment 
for input points, the 
lower fair value 

 RAB comes into effect in 
2030 for storage services 

The later incentive 
tariffs are 
implemented, 
the lower fair value 

Rate of return under 
Regulatory Asset Base 
for storage services 

14,52% The higher is the rate, 
the higher fair value 

Nominal weighted 
average cost of equity 
for cash flows 

12,57% The higher is the 
weighted average cost 
of equity, the lower 
fair value 

   Estimated average 
period for withdrawing 
buffer gas 

5 years The longer is the period 
of pumping out, 
the lower fair value 
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18. FAIR VALUE (Continued) 
 
Description A group of 

assets 
Valuation 
technique 

Unobservable inputs A range of unobservable 
inputs 

Relationships between 
key unobservable inputs 

and fair value 
measurement 

   Sales price for natural 
gas sale 

To project prices for 
natural gas, a regression 
analysis was applied to 
historical prices at NBP 
and TTF hubs. The results 
were applied before 
consensus of projected 
prices at NBP hub, and 
prices were projected for 
TTF hub. 

The higher is selling 
price, the higher fair 
value 

    To project prices under the 
principle of “Hub+”: the 
received estimated price 
at TTF gas hub is 
complemented with the 
spread between the gas 
prices at TTF hub and VTP 
hub (Slovakia) and the 
tariff on input to the gas 
transportation system of 
Ukraine. 

 

 
Fair value of financial instruments that are not measured at fair value in the separate statement of financial 
position (but fair value disclosures are required) 
 
The Company’s management believes that the carrying amounts of financial assets and financial liabilities 
recognized in the separate financial statements approximated their fair values. The fair values of the financial 
instruments measured at amortized cost were classified as Level 2 of the fair value hierarchy. The fair values 
of the instruments classified as Level 2 were calculated using the discounted cash flow method. In 2019 and 
2018, there were no financial instruments measured at amortized cost but for which fair values were 
disclosed classified as Level 3. 
 
 
19. EVENTS AFTER THE REPORTING PERIOD 
 
In pursuance of Resolution of the Cabinet of Ministers of Ukraine # 840 dated 18 September 2019, on 
1 January 2020, LLC “Gas Transmission System Operator of Ukraine” was withdrawn from Naftogaz Group 
and transferred into ownership and management of PJSC “Main Gas Pipelines of Ukraine” subordinated to 
the Ministry of Finance of Ukraine. Based on the Acceptance Act, on 1 January 2020, state-owned properties 
used in the process of operations on natural gas transportation via main gas pipelines were transferred to 
LLC “Gas Transmission System Operator of Ukraine” on the right of commercial management. According to 
the sale/purchase agreement of interest in the share capital of LLC “Gas Transmission System Operator of 
Ukraine”, the Company sold the investment and signed the Acceptance Act on the transfer of 100% rights in 
the share capital of LLC “Gas Transmission System Operator of Ukraine” (Note 2).   
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19. EVENTS AFTER THE REPORTING PERIOD (Continued) 
 
Assets of JSC “Ukrtransgaz” that are used in the process of operations on natural gas transportation via main 
gas pipelines but are not subject matters of the agreement between JSC “Ukrtransgaz” and PJSC “Main Gas 
Pipelines of Ukraine”, in particular, real estate, reserves of gas in the pipe, gas for balancing, capital 
investments in progress in relevant assets of JSC “Ukrtransgaz”, and other properties have been transferred 
to the operator under the concluded sale and purchase agreements between LLC “Gas Transmission System 
Operator of Ukraine” and JSC “Ukrtransgaz”. Licenses on the use of external software are also subject to sale. 
 
 
20. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Statement of compliance 
 
These financial statements are separate financial statements of the Company, which have been prepared in 
accordance with International Financial Reporting Standards (“IFRS”) regarding preparation and 
presentation of the separate financial statements of entities as required by the legislation. Thus, these 
separate financial statements differ from the consolidated financial statements also prepared by the 
Company which incorporate the financial statements of the Company and its subsidiary and present them 
as a single entity by consolidating similar items of assets and liabilities, income and expense, and cash flows 
of the Company with similar items of its subsidiary. In these separate financial statements, investments in 
subsidiary are accounted for using equity method. 
 
The Company is going to prepare and publish its consolidated financial statement for the year ended 
31 December 2019 within statutory terms. 
 
Basis of preparation 
 
These separate financial statements have been prepared on the historical cost basis, except for property, 
plant, and equipment items that are measured at fair values at the end of each reporting period, as explained 
in the accounting policies below. 
 
Historical cost is generally based on the fair value of the consideration given in exchange for goods and 
services. 
 
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date, regardless of whether that price is 
directly observable or estimated using another valuation technique. 
 
These policies have been consistently applied to all periods presented, unless otherwise indicated. 
 
Functional and presentation currency  
 
Items included in the separate financial statements of the Company are measured using the currency of the 
primary economic environment, in which the Company operates (the “functional currency”). The separate 
financial statements are presented in Ukrainian Hryvnias (“UAH”), which is the Company’s functional 
currency. All amounts stated in the separate financial statements are presented in UAH rounded to the 
nearest thousand, unless otherwise indicated.  
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Transactions denominated in currencies, other than the functional currency, are translated into the 
functional currency using the exchange rate prevailing at the date of the transaction. Foreign exchange gains 
and losses resulting from settlement of such transactions and from translation of foreign currency 
denominated monetary assets and liabilities at the year-end are recognized in the separate statement of 
financial results (statement of comprehensive income). Translation at the year-end does not apply to non-
monetary items, including equity investments.  
 
As at 31 December, the exchange rates used for translating foreign currency balances were as follows: 
 
In UAH 2019  2018 

    
USD 1.00 23,69  27,69 
EUR 1.00 26,42  31,71 

 
Average exchange rates for the twelve months ended 31 December were as follows: 
 
In UAH 2019  2018 

    

USD 1.00 25,85  27,20 
EUR 1.00 28,95  32,14 

 
During the years ended 31 December 2019 and 2018, currency restrictions imposed by the National Bank of 
Ukraine were enacted in Ukraine. Foreign currencies are freely convertible at the exchange rates close to the 
ones established by the National Bank of Ukraine. At present, UAH is not freely convertible outside of 
Ukraine. 
 
Property, plant, and equipment 
 
The Company uses a revaluation model to measure its property, plant, and equipment, other than 
construction in progress and other property plant and equipment that are measured at cost. Fair value was 
based on valuations by independent qualified appraisers. The frequency of revaluations depends on the 
movements in the fair values of the assets being revalued. Subsequent additions to property, plant, and 
equipment are recorded at cost. Cost includes expenditure directly attributable to acquisition of the items. 
Cost of self-constructed assets includes the cost of materials, direct labor, and an appropriate portion of 
production overheads. Cost of acquired and self-constructed qualifying assets includes borrowing costs. 
 
Any revaluation increase in the carrying amounts is recognized in revaluation reserve in equity through other 
comprehensive income. Decreases that offset previously recognized increases of the same asset are charged 
against revaluation reserve in equity through other comprehensive income, while all other decreases are 
charged to the separate statement of financial results (statement of comprehensive income). To the extent 
that revaluation decrease on the same revalued asset was previously recognized in the separate statement 
of financial results (statement of comprehensive income), a reversal of that revaluation is also recognized in 
the separate statement of financial results (statement of comprehensive income).  
 
Expenditure incurred to replace a component of an item of property, plant, and equipment that is accounted 
for separately is capitalized at the carrying amount of the replaced component being derecognized.  
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as 
appropriate, only when it is probable that future economic benefits associated with the item will flow to the 
Company and the cost of the item can be measured reliably. All other repairs and maintenance are charged 
to the separate statement of financial results (statement of comprehensive income) during the financial 
period in which they are incurred. Property, plant, and equipment is derecognized upon disposal or when no 
future economic benefits are expected from the continued use of the asset. Gains and losses on disposal 
determined by comparing proceeds with carrying amount of property, plant, and equipment are recognized 
in the separate statement of financial results (statement of comprehensive income). On the sale of revalued 
assets, the amounts included in revaluation reserves are transferred to retained earnings.  
 
Property, plant, and equipment include buffer gas required to be held in storage facilities so that the 
Company could operate.  
 
Buffer gas is designed for maintaining pressure in underground storage facilities of the Company and 
protecting them from flooding. Buffer gas, based on the engineering analysis, is considered to be the gas that 
may be fully pumped out and, as at the date of closing the storage facilities, be available for sale or other 
use. Buffer gas is revalued when evidence exists that the carrying amounts as at the reporting date 
significantly differ from its fair value. 
 
Construction in progress includes also prepayments for property, plant, and equipment. 
 
Depreciation and amortization 
 
Depreciation and amortization are charged to the separate statement of financial results (statement of 
comprehensive income) on a straight-line basis to allocate costs of individual assets to their residual values 
over their estimated useful lives. Depreciation and amortization commence on the date of acquisition or, in 
respect of self-constructed assets, from the time an asset is completed and ready for use. 
 
Property, plant, and equipment are depreciated on a straight-line basis over their expected useful lives. 
The typical useful lives of the Company’s other property, plant, and equipment are as follows: 
 

 Useful lives, years 

  
Gas transportation system 3–60 
Underground gas storage facilities  3–60 
Other fixed assets 3–60 

 
Construction in progress and buffer gas are not depreciated. 
 
Intangible assets 
 
Intangible assets have finite useful lives and primarily include capitalized expenses on computer software. 
Acquired computer software is capitalized based on the costs incurred to acquire and bring them to use. 
Intangible assets are carried at cost, less accumulated amortization and impairment losses, if any. If impaired, 
the carrying amount of intangible assets is written down to the higher of value in use and fair value, less costs 
to sell.   
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Impairment of non-financial assets 
 
Assets are reviewed for impairment whenever events and changes in circumstances indicate that the carrying 
amount may not be recoverable. An impairment loss is recognized for the amount, by which the assets 
carrying amount exceeds its recoverable amount. Recoverable amount is the higher of fair value, less costs 
to sell, and value in use. For purposes of assessing impairment, assets are grouped to the lowest levels for 
which there are separately identifiable cash flows (cash-generating units). Non-financial assets that have 
suffered impairment are reviewed for possible reversal of the impairment at each reporting date. 
 
An impairment loss is recognized immediately in profit or loss, unless the relevant asset is carried at a 
revalued amount, in which case the impairment loss is treated as a revaluation decrease. 
 
When an impairment loss subsequently reverses, the carrying amount of the asset (or a cash-generating unit) 
is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount 
does not exceed the carrying amount that would have been determined had no impairment loss been 
recognized for the asset (or cash-generating unit) in prior years. A reversal of an impairment loss is recognized 
immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the 
reversal of the impairment loss is treated as a revaluation increase. 
 
Financial instruments 
 
The Company has adopted IFRS 9 “Financial Instruments” effective from 1 January 2018. In accordance with 
the transitional provisions of IFRS 9, comparative figures were not restated. 
 
Initial recognition of financial instruments 
 
Financial assets and financial liabilities are initially measured at fair value. 
 
The Company’s principal financial instruments comprise borrowings, cash and balances with banks, and 
accounts receivable and payable.  
 
Classification and subsequent measurement of financial assets  
 
Financial assets are subsequently measured at amortized cost or fair value. Specifically, debt investments 
that are held within a business model whose objective is to collect the contractual cash flows, and that have 
contractual cash flows that are solely payments of principal and interest on the principal outstanding are 
generally measured at amortized cost at the end of subsequent reporting periods  
 
Amortized cost is calculated using the effective interest rate method and is determined net of any impairment 
losses.  
 
The Company uses a practical expedient, according to which the amortized cost of financial assets with 
a maturity of less than one year, less any estimated credit losses, are assumed to be their face values. 
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Equity instruments 
 
An equity instrument is any contract that evidences a residual interest in the assets of an entity after 
deducting all of its liabilities.  
 
Dividends on equity instruments are recognized in the separate statement of financial results (statement of 
comprehensive income) when the Company’s right to receive payment is established and the inflow of 
economic benefits is probable. Impairment losses are recognized in the separate statement of financial 
results (statement of comprehensive income), when incurred because of one or more events that occurred 
after the initial recognition of investments. A significant or prolonged decline in the fair value of such 
instrument below its cost is an indicator that it is impaired. The cumulative impairment loss measured as 
the difference between the acquisition cost and the current fair value, less any impairment loss on that asset 
previously recognized in the separate statement of financial results (statement of comprehensive income), 
is removed from equity and recognized in the separate statement of financial results (statement of 
comprehensive income).  
 
Impairment losses on equity instruments are not reversed through the separate statement of financial results 
(statement of comprehensive income).  
 
Impairment of financial assets 
 
The Company applies a simplified approach to recognize lifetime expected credit losses for its financial assets, 
as permitted by IFRS 9. The Company accounts for expected credit losses and changes in those expected 
credit losses at each reporting date to reflect changes in credit risk since initial recognition. 
 
The expected credit losses are estimated using a migration matrix by reference to past default experience of 
the debtor and an analysis of the debtor’s current position. For using this method, the Company’s 
counterparties were grouped in separate groups with a homogeneous level of credit risk, in respect of which 
the Company calculated the expected credit losses. The Company recognizes 100% allowance for impairment 
on trade accounts receivable overdue for more than 365 days, for counterparty receivables that entered 
bankruptcy, liquidation, or financial reorganization, and counterparty receivables that are located on temporarily 
occupied territories of Ukraine. According to the historical experience, the probability of returning such 
receivables is extremely low.  
 
The carrying amount of the asset is reduced through the provision, and the amount of respective loss is recognized 
in the separate statement of financial results (statement of comprehensive income). When receivables are 
uncollectible, they are written off against the provision account for receivables. Subsequent recovery of amounts 
previously written off is credited to the separate statement of financial results (statement of comprehensive 
income). 
 
Classification and subsequent measurement of financial liabilities 
 
Financial liabilities are subsequently measured at amortized cost or fair value through profit or loss (FVTPL).  
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Financial liabilities that are not (i) contingent consideration of an acquirer in a business combination, (ii) held 
for trading, or (iii) designated as at FVTPL, are measured subsequently at amortized cost using the effective 
interest method. The effective interest rate is the rate that exactly discounts estimated future cash payments 
(including all fees and points paid or received, transaction costs, and other premiums or discounts) through 
the expected life of the financial liability, or (where appropriate) a shorter period, to the amortized cost of 
a financial liability.  
 

De-recognition of financial instruments 
 

The Company derecognizes financial assets when (i) the assets are redeemed or the rights to cash flows from 
the assets have otherwise expired, or (ii) the Company has transferred substantially all the risks and rewards 
of ownership of the assets, or (iii) the Company has neither transferred nor retained substantially all risks 
and rewards of ownership but has not retained control. Control is retained if the counterparty does not have 
the practical ability to sell the asset in its entirety to an unrelated third party without needing to impose 
additional restrictions on the sale. The Company derecognizes financial liabilities when, and only when, the 
Company’s obligations are discharged, cancelled, or they expire. The difference between the carrying amount 
of the financial liability derecognized and the consideration paid and payable is recognized in the separate 
statement of financial results (statement of comprehensive income). 
 

Income taxes 
 

Income taxes have been provided for in the separate financial statements in accordance with the Ukrainian 
legislation enacted or substantively enacted by the end of the reporting date. The income tax charge 
comprises current tax and deferred tax and is recognized in the separate statement of financial results 
(statement of comprehensive income) unless it relates to transactions that are recognized, in the same or a 
different period, in other comprehensive income or directly in equity. 
 

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of 
taxable profits or losses for the current and prior periods.  
 

Deferred income tax is recognized using the balance sheet liability method for tax loss carried forward and 
temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for 
financial reporting purposes. In accordance with the initial recognition exemption, deferred taxes are not 
recorded for temporary differences on initial recognition of an asset or a liability in a transaction other than 
a business combination, if the transaction, when initially recorded, affects neither accounting nor taxable 
profit. Deferred tax balances are measured at tax rates enacted or substantively enacted at the reporting 
date, which are expected to apply to the period when the temporary differences will reverse or the tax loss 
carried forward will be utilized.  
 

Inventories 
 

Inventories are stated at the lower of cost and net realizable value. Cost of inventories includes expenditures 
incurred on acquiring the inventories, production, or conversion costs, and other costs incurred in bringing 
them to their present location and condition. Costs of inventories are determined on a first-in-first-out 
(“FIFO”) basis, except for natural gas. Weighted average cost method is used for natural gas. Net realizable 
value represents the estimated selling price in the ordinary course of business, less costs of completion and 
costs necessary to make the sale.  
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Trade accounts receivable 
 
Trade and other accounts receivable are recognized initially at fair value and subsequently measured at 
amortized cost using the effective interest rate method, less allowance for impairment. 
 
Prepayments made and other current assets 
 
Prepayments are carried at cost net of VAT, less allowance for impairment. A prepayment is classified as non-
current when the goods or services relating to the prepayment are expected to be obtained after one year, 
or when the prepayment relates to an asset, which will itself be classified as non-current upon initial 
recognition. 
 
If there is an indication that the assets, goods, or services relating to a prepayment will not be received, 
the Company recognizes a provision for impairment in respect of such a prepayment made and a 
corresponding impairment loss is recognized in the separate statement of financial results (statement of 
comprehensive income).  
 
Cash and cash equivalents 
 
Cash and cash equivalents of the Company include cash on hand and cash with banks.  
 
Share capital 
 
Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares are 
shown in equity as a deduction, net of tax, from the proceeds. 
 
Dividends  
 
Dividends are recognized as a liability and deducted from equity at the reporting date only if they are declared 
before or on the reporting date. Dividends are disclosed when they are proposed before the reporting date, 
proposed or declared after the reporting date but before the separate financial statements are authorized 
for issue. 
 
Value Added Tax (“VAT”)  
 
In Ukraine, VAT is levied at two rates: 20% on sales and imports of goods, works, and services within 
the country, and 0% on the export of goods and limited list of services (e.g. international transportation). 
A taxpayer’s VAT liability equals the total amount of VAT accrued within a reporting period, and arises on the 
earlier of the date of shipping goods or rendering services to a customer or the date of receiving payment 
from the customer. A VAT input is the amount that a taxpayer is entitled to offset against his VAT liability in 
a reporting period. Rights to VAT input arise when a VAT invoice is received, which is issued on the earlier of 
the date of payment to the supplier or the date goods are received or services are rendered. VAT related to 
sales and purchases is recognized in the separate statement of financial position on a gross basis and 
disclosed separately as an asset and liability. Where provision has been made for impairment of receivables, 
the impairment loss is recorded for the gross amount of the debtor, including VAT, except allowance for 
impairment of prepayments made.  
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Borrowings 
 
Borrowings include borrowings from banks. 
 
Borrowings are initially recognized at fair value, net of transaction costs incurred. Borrowings are 
subsequently carried at amortized cost using the effective interest rate method.  
 
Borrowing costs 
 
Borrowing costs directly attributable to the acquisition, construction, or production of qualifying assets, 
which are assets that necessarily take a substantial period to get ready for their intended use or sale, are 
added to the cost of those assets, until the assets are substantially ready for their intended use or sale. All 
other borrowing costs are recognized in the separate statement of financial results (statement of 
comprehensive income) in the period in which they are incurred. 
 
Current payables on goods, works, services 
 
Trade accounts payable are recognized and initially measured in accordance with the policies for financial 
instruments mentioned above. Subsequently, instruments with fixed maturities are re-measured at 
amortized cost using the effective interest rate method.  
 
Advances received 
 
Advances received are carried at the amounts originally received, net of VAT. Amounts of the advances 
received are expected to be realized through the revenue received from ordinary activities of the Company. 
 
Provisions 
 
Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of 
a past event and it is probable that an outflow of resources embodying economic benefits will be required to 
settle the obligation and a reliable estimate can be made of the amount of the obligation. 
 
Where the Company expects some or all of a provision to be reimbursed, the reimbursement is recognized 
as a separate asset but only when the reimbursement is virtually certain. 
 
The expense on any provision is presented in the separate statement of financial results (statement of 
comprehensive income), net of any reimbursement. If the effect of time value of money is material, 
provisions are discounted using a current pre-tax rate that reflects, where appropriate, the risks specific to 
the liability. Where discounting is used, the increase in provision due to the passage of time is recognized as 
a finance cost. 
 
Other liabilities 
 
Other financial liabilities are initially recognized at fair value, net of transaction costs incurred, and are 
subsequently stated at amortized cost using the effective interest rate method. Other non-financial liabilities 
are measured at cost.  
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Contingent assets and liabilities 
 
A contingent asset is not recognized in the separate financial statements but is disclosed when an inflow of 
economic benefits is probable. 
 
Contingent liabilities are not recognized in the separate financial statements, unless it is probable that an 
outflow of economic resources will be required to settle the obligation and it can be reasonably estimated. 
Contingent liabilities are disclosed unless the probability of an outflow of resources embodying economic 
benefits is remote.  
 
Revenue recognition 
 
The Company has adopted IFRS 15 “Revenue from Contracts with Customers” effective from 1 January 2018. 
In accordance with IFRS 15, revenue is recognized to depict the transfer of promised goods or services to 
customers in an amount that reflects the consideration, to which the entity expects to be entitled in exchange 
for those goods or services. A 5-step approach to revenue recognition is used by the Company: 
 

 Identify the contract with the customer; 

 Identify the performance obligations in the contract; 

 Determine the transaction price; 

 Allocate the transaction price to the performance obligations in the contracts; 

 Recognize revenue when (or as) the Company satisfies a performance obligation. 
 
The Company’s revenues are mainly based on framework regulated contracts, which clearly define both the 
services provided and the corresponding service prices. An entity transfers control of its regulated services 
over time and, therefore, satisfies a performance obligation and recognizes revenue over time (Note 21). 
 
Employee benefits: defined contribution plans 
 
The Company makes statutory unified social contributions to the State Pension Fund of Ukraine in respect of 
its employees. The contributions are calculated as a percentage of current gross salary, and are expensed 
when incurred. Discretionary pensions and other post-employment benefits are included in labor costs in 
the separate statement of financial results (statement of comprehensive income).  
 
During the year ended 31 December 2019, the Company recognized statutory unified social contributions 
paid to the State Pension Fund of Ukraine in the amount of UAH 598 564 thousand (2018: UAH 728 771 
thousand). 
 
Employee benefits: defined benefit plans 
 
The Company provides lump sum benefits, payments upon reaching a certain age and other benefits as 
prescribed by the collective agreement. The liability recognized in the separate statement of financial 
position in respect of the defined benefit pension plans is the present value of the defined benefit obligations 
at the reporting date. The defined benefit obligation is calculated annually using the projected unit credit 
method.   
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20.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 

Present value of the defined benefit obligation is determined by discounting the estimated future cash 
outflows using interest rates of high-quality corporate bonds that are denominated in the currency, in which 
the benefits will be paid, and that have terms to maturity approximating the terms of the related pension 
liability. 
 

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions are 
charged or credited to other comprehensive income in the period in which they arise. Past service cost is 
recognized immediately in the separate statement of financial results (statement of comprehensive income). 
 

Review of comparative information 
 

In accordance with changes in accounting policy, the Company reclassified expenses from impairment of 
property, plant and equipment, intangible assets and construction in progress from Other expenses to Other 
operating expenses. As a result of the reclassification, other expenses for the comparative period decreased 
and other operating expenses increased by the amount of UAH 859 390 thousand. 
 
 

21. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS 
 

In the application of the Company’s accounting policies, management is required to make judgments, 
estimates, and assumptions about the carrying amounts of assets and liabilities that are not readily apparent 
from other sources. The estimates and associated assumptions are based on historical experience and other 
factors that are considered relevant. Actual results may differ from those estimates. 
 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 
estimates are recognized in the period in which the estimate is revised if the revision affects only that period 
or in the period of the revision and future periods if the revision affects both current and future periods. 
 

Critical judgments in applying accounting policies 
 

The following are the critical judgments, apart from those involving estimations, that the Company’s 
management has made in the process of applying the Company’s accounting policies and that have the most 
significant effect on the amounts recognized in the separate financial statements. 
 

Recording inventories in the separate statement of cash flows 
 

The Company reflects acquisitions of double-purpose inventories that may be used both for current repairs 
and overhauls in its separate statement of cash flows as acquisition of goods (works, services), since the basic 
intention of those inventories is to be used in current repairs. In the event those inventories are capitalized 
in the future, it is treated as a non-cash movement for the purposes of the separate statement of cash flows. 
 

Revenue recognition  
 

In accordance with the Gas Transportation System Code, effective from 1 October 2015, the Company as 
the operator of gas transportation system was obliged to settle unbalances in the system at the cost of 
difference between the natural gas volume entering through entry points and the natural gas volume 
withdrawn via exit points by transportation service customers. Scope of balancing services is calculated as 
the difference between the gas volume fed at entry points and withdrawn at exit points based on the actual 
data of gas transportation in accordance with allocation.  
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21. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (Continued) 
 

The Company provides balancing services in accordance with the requirements of the Gas Transportation 
System Code and terms and conditions of the agreements entered into with transportation service customers 
and recognizes revenue from those services, since: 
 

 According to the Gas Transportation System Code, balancing services do not require to be confirmed 
from transportation service customers and are provided on a monthly basis by the gas transportation 
system operator unilaterally in the event such a customer commits an unbalance; 

 The Company determines the service price based on the data about unsettled negative unbalance of 
customers and basic gas price consisting of natural gas purchase price and transportation and storage 
expenditures, and costs related to rendering balancing services can be measured reliably; 

 The Company believes it is highly probable that it will receive economic benefits, since the Company 
obtains proceeds as a result of offsetting liabilities with counterparties by applying joint protocol 
decisions arrived at between the Company, customers of transportation services, and the State Treasury 
Service or on the basis of positive court rulings on outstanding amounts failed to be settled under joint 
protocol decisions. 

 

In accordance with the requirements of the Gas Transportation System Code, starting from 1 March 2019 
the gas market in Ukraine switched to daily balancing. Daily balancing of the gas market is an accurate 
coverage of gas demand by its real supply in the gas transportation system within one day. Daily balancing 
involves submitting applications from gas suppliers (importers and extraction companies) stating the 
declared volume of natural gas supply for the next day, as well as receiving applications from consumers 
stating the declared demand. The interaction between suppliers, operators of gas distribution networks and 
consumers is carried out exclusively through the Information platform developed by the gas transportation 
system operator. 
 

Revaluation of property, plant, and equipment 
 

As described in Note 20, the Company applies the revaluation model to its property, plant, and equipment. 
At each reporting date, the Company carries out reviews of the carrying amounts of those assets in order to 
determine whether they are materially different from the fair values. The recent independent appraisal of 
the fair value of the Company’s property, plant, and equipment was performed as at 1 October 2019 for the 
class “Underground gas storage facilities” and as at 31 December 2019 for the class “Gas transportation 
system”.  
 

Non-current assets held for sale and distribution  
 

As described in Note 15, as at 31 December 2019, the Company reclassified the assets used in the process of 
natural gas transportation operations via main gas pipelines to assets held for sale and distribution to equity 
holders. Management believes that the relevant assets meet the criteria of classification as held for sale and 
distribution to equity holders as at 31 December 2019, considering that a high probability existed that those 
assets would be sold and distributed, and the assets were ready for immediate sale and distribution in the 
condition they were as at 31 December 2019, since:  
 

 All conditions were met stipulated for by the Action Plan approved by Resolution of the Cabinet of 

Ministers of Ukraine # 840 dated 18 September 2019 for unbundling the natural gas transportation 

operations effective from 1 January 2020; 
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21. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (Continued) 
 

 The natural gas transit contract concluded between “Naftogaz of Ukraine” and JSC “Gasprom” that 

restricted a possibility of the transfer of natural gas transportation operations and relevant assets 

expired on 1 January 2020; 

 On 24 December 2019, LLC “Gas Transmission System Operator of Ukraine” obtained the license on 

natural gas transportation effective from 1 January 2020.  

 
Key sources of estimation uncertainty 
 
The following are the key assumptions concerning the future, and other key sources of estimation uncertainty 
at the end of the reporting period, that have a significant risk of causing a material adjustment to the carrying 
amounts of assets and liabilities within the next financial year. 
 
Useful lives of property, plant, and equipment 
 
The Company’s property, plant, and equipment are depreciated using a straight-line method over their 
estimated useful lives, which are based on management’s business plans and operational estimates. 
 
Factors that could affect the estimation of the useful life of the asset and its residual value include the following: 
 

 Changes in technology; 

 Changes in maintenance technology; 

 Changes in regulations and legislation; and 

 Unforeseen operational issues. 
 
Any of the above factors could affect the prospective depreciation of property, plant and equipment and 
their carrying and residual values. The Company reviews the estimated useful lives of property, plant, and 
equipment at the end of each annual reporting period. The review is based on the current condition of 
the assets and the estimated period, during which they will continue to bring economic benefits to the 
Company. Any change in estimated useful life or residual value is recorded on a prospective basis from the 
date of the change. 
 
During Quarter 1 of 2017, the events occurred that resulted in a significant increase in the probability of zero 
natural gas transit via the territory of Ukraine, including, but not limited to, ratification by the State Duma of 
the Russian Federation of the Inter-Government Agreement regarding the “Turkish Stream” project, as well 
as obtaining permits and partial putting into operation of the “Nord Stream-2” gas pipelines. As a result, 
the Company revised the remaining useful lives of the part of assets involved in the natural gas transit via 
the territory of Ukraine to be, as expected, physically disposed subsequent to 31 December 2019 and applied 
the said residual useful lives of assets to determine depreciation charges. The Company revised useful lives 
of its property, plant, and equipment as at 31 December 2019 on a prospective basis.  
 
Impairment of trade and other accounts receivable 
 
To measure the expected credit losses, trade and other accounts receivable are grouped by types of 
services.  
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21. CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS (Continued) 
 
An allowance for doubtful debts for trade and other accounts receivable is determined as follows: 
 

 For trade and other accounts receivable past due over 365 days, the allowance amount is accrued in 
the amount of 100% of accounts receivable at the reporting date, based on previous experience, which 
shows that there is a significant risk of no repayment; 

 For trade and other accounts receivable past due less than 365 days, the allowance amount is accrued 
based on estimated expected credit loss (other than accounts receivable for balancing of natural gas 
volume, charges for daily unbalances), which is calculated using the provision matrixes based on the 
historical experience of debtors’ default and analysis of the current position of debtors; 

 For accounts receivable on balancing of natural gas volume, charges for daily unbalances past due less 
than 365 days, the allowance amount is accrued based on estimated expected credit loss on the basis 
of settlement percentage of the accounts receivable. 

 
Receivables of debtors undergoing bankruptcy or liquidation procedures are provided in full irrespective of 
the period of debt origination, as the risk of its non-recoverability is significant. 
 
Employee benefit obligations 
 
Management assesses post-employment and other employee benefit obligations using the projected unit 
credit method based on actuarial assumptions, which represent management’s best estimates of the 
variables that will determine the ultimate cost of providing post-employment and other employee benefits. 
Present value of the pension obligations depends on a number of factors that are determined on an actuarial 
basis using a number of assumptions. The major assumptions used in determining net value (income) for 
pensions include a discount rate and expected salary growth rates. Any changes in these assumptions will 
affect the carrying amount of pension obligations. Since there are no long-term, high quality corporate or 
government bonds issued in UAH, a significant judgment is needed to assess an appropriate discount rate. 
Key assumptions are presented in Note 11. 
 
Provisions for litigation costs 
 
The Company acts as a plaintiff in several legal proceedings with its counterparties. Provisions for litigation 
costs are an estimate of management regarding potential losses that might be incurred because of negative 
court rulings. 
 
 
22. ADOPTION OF NEW OR REVISED STANDARDS AND INTERPRETATIONS 
 
The following Standards and Interpretations have been adopted by the Company for the first time for the 
financial year beginning on or after 1 January 2019: 
 

 IFRS 16 “Leases”; 

 Interpretation of IFRIC 23 “Uncertainty over Income Tax Treatments”; 

 Annual Improvements to IFRS 2015–2017 Cycle; 

 Amendments to IFRS 9 “Financial Instruments” – Prepayment features with negative compensation; 
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22. ADOPTION OF NEW OR REVISED STANDARDS AND INTERPRETATIONS (Continued) 
 

 Amendments to IAS 28 “Investments in Associates and Joint Ventures” – Long-term shares in associates 
and joint ventures; 

 Amendments to IAS 19 “Employee Benefits” – Plan amendment, curtailment, or settlement. 
 
The adoption of new or revised Standards did not have a material effect on the separate financial position or 
performance reported in the separate financial statements and has not resulted in any significant changes to 
the Company’s accounting policies and the amounts reported for the current or prior years.  
 
New and revised IFRS in issue but not yet effective 
 
At the date of authorization of these separate financial statements for issue, the following Standards and 
Interpretations, as well as amendments to the Standards were in issue but not yet effective: 
 

Standards  
Effective for annual accounting 

periods beginning on or after: 

   
Amendments to References to the Conceptual Framework in IFRS Standards  1 January 2020 
Amendments to IFRS 3 – Definition of business  1 January 2020  
Amendments to IAS 1 and IAS 8  – Definition of material  1 January 2020  
Amendments to IFRS 9, IAS 39, and IFRS 7 – Interest Rate Benchmark Reform   1 January 2020  
IFRS 17 “Insurance Contracts”  1 January 2023  
Amendments to IAS 1 – Classification of liabilities as current and non-current   1 January 2022  
Amendments to IFRS 10 and IAS 28 – Sale or contribution of assets between 

an investor and its associate or joint venture  Effective date to be determined 

 
Management believes that adoption of the above Standards in future periods will not have a significant 
impact on the Company’s separate financial statements. 
 


